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Overview

Governor Carcieri’s $3.2 billion proposed Fiscal 2007 Budget is a
Living Within Our responsible budget that has State government living within its means and

Means meets the challenge of reining in government spending while at the same
time avoiding any increases in the sales tax or income tax rates.

Year after year, Rhode Island’s budget process has included feverish efforts to offset non-recurring
revenues to finance mandatory entitlement and benefit increases. The combined use of one-time
revenues, the success of certain tax credit programs, and an unrelenting pace of growth in entitlement and
employee benefits, has left Rhode Island with insufficient resources to reliably fund programs that are
important to the citizens of Rhode Island. Important and necessary programs such as property tax relief,
local education aid, assistance for higher education, asset protection and many other issues cannot be
addressed sufficiently and consistently when certain areas grow at rates that significantly exceed general
inflation and the rate of revenue growth.

The significant challenge posed by the projected $222 million budget deficit in FY 2007 is a result of
both long-term structural imbalances between the projected growth in revenues and expenditures, as well
as several short-term anomalies, among them changes in federal Medicaid match rates and accelerating
historic preservation tax credits. Governor Carcieri’s goal to restore fiscal stability to State and local
government finances addresses these problems with real structural changes to key budget drivers: social
service entitlement programs and the state personnel system. Although modest use of revenues that will
disappear in FY 2008 is prudent given the short time frame for resolving a current year deficit, solving the
state’s long-term fiscal imbalance requires fundamental changes to the spending programs that drive the
budget. Therefore, the Governor’s budget presents a comprehensive plan which brings the operating
budget into balance without relying principally on one time resources, and addresses two long term health
care needs through the establishment of trusts utilizing cash proceeds garnered from a long term
financing. These actions are necessary to ensure that future generations have a government capable of
providing essential government services in a cost-effective manner.

Regardless of how the comparison is made, the level of cost restraint in this FY 2007 Budget is truly
historic. For instance, when the fiscal 2007 appropriation is compared to the revised appropriation for
fiscal 2006, it grows by only $30.1 million, or less than 1.0 percent. After adjusting for two extraordinary
items totaling $73 million, the growth rate is still only 3.3 percent. This is eight tenths of one percent
higher than the forecast inflation rate of 2.5 percent, as measured by the national Consumer Price Index
(CPD). From a dollar standpoint, this increase is approximately one fifth that of the expenditure growth in
each of the last two years. Some of the major highlights of the proposed budget include:

e Comprehensive personnel reform to improve human resource management in state government, and
resulting in personnel compensation changes and a reduction in the number of State employees
saving over $50 million;

e Meaningful reform to the State’s welfare programs that will align Rhode Island with other states with
respect to time spent on welfare, and prepare Rhode Island for changes pending in the federal
reauthorization of the TANF program;

e Targeted investments in education and economic development to position Rhode Island as a leader in
science and technology;

e Property tax relief directly to Rhode Islanders by keeping the promise to phase-out the tax on autos,
increasing the exemption from $5000 to $5500;

e Local education aid roughly equivalent to the increase experienced by cities and towns in local shares
of increasing teacher retirement contributions totaling $18.7 million;
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e Creation and funding for two health care related trusts to provide accessible affordable health care to
Rhode Islanders, and to address unfunded liability related to state employee retiree health benefits.

This budget proposal makes great strides towards eliminating the structural imbalance that has plagued
the State budget for the past decade, while ensuring the continuity of fiscal support of programs and
services that balance the critical needs of the State’s most vulnerable citizens and Rhode Island taxpayers.
This budget also addresses long-term budget pressures by restraining growth in areas such as welfare,
Medicaid, and employee compensation. The budget also promotes fairness and equity in the State’s sales
tax structure, by joining a national streamlined sales tax initiative which will allow Rhode Island to
recapture sales tax lost to internet sales and protect the investments of Rhode Island’s retail business.

The FY 2006 budget was balanced at enactment with an anticipated
closing surplus of $0.1 million. The resources that were to be available
to fund FY 2006 expenditures are now estimated to be $61.4 million less FY 2006 Deficit
than anticipated. The largest declines are in Personnel Income Tax
receipts ($17.6 million), Lottery revenues ($25.4 million), Financial
Institutions ($8.5 million) and Sales Tax ($6.4 million). On the
expenditure side, energy costs required the addition of $9.9 million, and the local motor vehicle excise tax
phase out is estimated to cost $5.6 million more than budgeted. In the current fiscal year, agency
spending was reduced by over $16 million through targeted reduction plans, but that is not sufficient to
resolve the FY 2006 projected $77 million budget deficit. Given the shorter time frame to resolve the
current year problem, the Governor recommends replacing a cash reserve fund established by the
Tobacco Settlement Financing Corporation with a surety policy, freeing up $49 million.

Upon conclusion of the November 2005 Revenue and Caseload
FY 2007 Structural Estimating Conferences, the Governor faced a $222.0 million structural
imbalance resulting from a projected growth rate for “current service

Imbalance
expenditures” of 7.5 percent, outpacing the revenue growth of 4.6 percent.

Despite an expectation of continued economic growth in the next year, the State’s revenues are expected
to increase by approximately $140.5 million, or 4.6 percent. Revenue growth is muted by the significant
Historic Structures Tax Credits which are expected to reduce overall receipts by $43.9 million in FY 2006
and $64.07 million in FY 2007. As of October 20, 2005, this program has prompted $326.9 million of
completed projects, and has resulted in the creation of over 600 new residential units, including 190
deemed “affordable”, in buildings that were previously unoccupied or underutilized. This program has
been very successful in spurring major rehabilitation projects that preserve the State’s many historic
structures, but is certainly not without cost. Applications for projects seeking historic tax credits status
have far exceeded expectations, most likely due to the low interest rate environment. The amount of tax
credits, worth up to thirty percent of total project cost are now dampening the State's revenue growth
causing the State to feel the pinch as estimated revenues are not sufficient to finance current expenditures.
An additional $583.2 million of projects are in the active stage. While it is anticipated that the credits may
decline in FY 2008 and thereafter, there is no control in place to assure this outcome. Therefore, the
Governor will recommend changes in the historic structure tax credit program to ensure that the State’s
finances are not compromised by an overly successful program. The goal of this change is to maintain an
affordable program which will encourage the rehabilitation of our historic structures for development.

While revenues are expected to grow by 4.6 percent or $140.5 million, expenditures, if unconstrained,
would grow by $235.0 million, or 7.5 percent. Growth in social service programs, (including unfavorable
changes in federal Medicaid participation costing the state an estimated $35.1 million), scheduled
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increases in local aid programs, and public employee pensions and benefits, results in a budget gap of
approximately $222.0 million. The expenditure increase is caused largely by mandatory funding needs of
approximately $202 million for areas such as:

Entitlements - $49.8 million

State funds to offset change in federal Medicaid match rate - $35.1 million

State aid to local governments —$61.9 million

Pensions for State employees as well as local teachers - $22.4 million

Negotiated salary and benefit inflation increases for State employees - $33.2 million

The challenge of balancing the State Budget is more daunting upon a review of where overall general
revenue actually goes. Expenditures from general revenue total $3.154 billion for FY 2007. By function,
spending by Human Services agencies represents the largest share with expenditures, totaling $1.207 billion,
or 38.3 percent of the general revenue budget. This supports health care and prescription drug coverage for
low-income children, their parents, seniors and the poor, and community residential and treatment programs
for the disabled. This is followed by spending for Education, which totals $1.083 billion, or 34.4 percent,
and includes local education aid, support for the university and colleges, and scholarships. General revenue
expenditures for General Government and Public Safety comprise $513.9 million (16.3 percent), and $307.2
million (9.7 percent), respectively. General Government includes, along with state operations, state aid to
municipalities and direct property tax relief. Finally, expenditures for Natural Resources comprise $42.4
million, or 1.3 percent of total general revenue spending. Transportation expenditures are financed by
dedicated gasoline taxes and are not a component of general revenue spending.

General revenue expenditures by category are primarily devoted to financing grants, local aid and personnel.
The largest component is local aid expenditures of $1.084 billion, comprising 34.4 percent of total general
revenue spending. Grant and assistance expenditures of $1.0 billion represent 31.7 percent of total
spending; personnel expenditures of $779.5 million comprise 24.7 percent of the budget; operating
expenditures total $196.4 million, or 6.2 percent of the budget; and, capital expenditures, including debt
service, total $94.1 million, or 3.0 percent of the total general revenue budget.

The recommended budget is financed from total general revenue resources

of $3.154 billion for FY 2007, an increase of $16 million from the revised The General
FY 2006 level of $3.138 billion. This reflects a 0.5 percent growth rate. An Revenue Financing
opening surplus of $14.2 million is also included, as is the reduction for the Plan
required transfer to the Budget Reserve Fund of $64.4 million. Expenditures

from general revenue total $3.154 billion for FY 2007, reflecting an increase of $30.1 million, or 0.96
percent, from the revised FY 2006 Budget of $3.124 billion. The general revenue fund surplus by year is
recorded in the following table.
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General Revenue Free Surplus (in millions)
FY 2004 FY 2005
Audited  Unaudited

Opening Surplus

Free Surplus $42.6 $24.5
Reappropriated Surplus 7.3 10.1
Audit Adjustments - 0.8
Subtotal 50.0 35.4

Revenues and Transfers

Revenues 2441.6 2,643.8

Revenue Enhancements 0.0 0.0

Other Sources 325.6 360.4
Subtotal 2,767.3  3,004.2
Cash Stabilization Fund (56.2) (60.6)
Total Available 2,761.1  2,979.0
Projected Expenditures 2,726.5  2,926.9
Free Surplus 24.5 38.6
Reappropriations 10.1 13.5
Total Ending Balances 34.6 52.1

FY 2006
Enacted

$40.8

40.8

2,781.1
0.0
384.4
3,165.6
(64.1)

3,142.2
3,142.1

0.1

0.1

FY 2006
Revised

$38.6
13.5

52.1

2,714.8
70.8
364.1
3,149.7
(63.8)

3,138.0
3,123.9

14.2

14.2

FY 2007

Projected

Deficit

$0.0

$0.0

2,754.5
70.8
394.1

3,219.4

(64.4)

3,155.1
3,377.4

(222.4)

(222.4)

FY 2007
Recommended

$14.2

14.2

2,754.5
55.9
394.1
3,204.5
(64.4)

3,154.3
3,154.0

0.3

0.3

All funds expenditures for FY 2007 are $6.580 billion. Of this total, $3.154 billion or 47.9 percent is from
general revenue, $1.916 billion, or 29.1 percent, from federal funds, $1.365 billion, or 20.8 percent, from
other sources, and $145.3 million, or 2.2 percent, is from restricted or dedicated fee funds.
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On a functional basis, the largest percentage of expenditures are made in the Human Services area, which
comprise $2.568 billion, or 39.0 percent of the total budget. This is followed by spending for Education of
$1.813 billion, which comprises 27.6 percent of all spending, and expenditures for General Government of
$1.345 billion, equaling 20.4 percent. Public Safety, Natural Resources and Transportation expenditures
make up the balance, totaling $853.5 million, or 13.0 percent of the total budget.

Expenditures By Function

Public Safety
6.3%

Education
27.6%

Transportation
5.2%

General
Human Services Government
X
39.0% G, Yot
¢ < 470

To understand the ongoing structural budget issues that the State faces, it is
necessary to have a full appreciation of the extent of program entitlements
and fixed costs. The State Budget assumes a large, ongoing commitment
just to maintain the current level of service in Medicaid programs such as
Rite Care and Long Term Care. Much of these costs are driven by state and

Controlling Growth in
Entitlements

federal statutory obligations, federal rules or regulations, or through
programs operated though waivers approved by the federal government. Client increases resulting from
normal population growth, or the powerful effects of inflation and market forces in areas such as
healthcare and drugs, can require millions of additional dollars each year, even if there are no program
enhancements. Left unchecked, the growth in entitlements will drive the State onto the road of financial
instability. Controlling growth in entitlement programs cannot occur overnight. Most of the actions
proposed by Governor Carcieri will result in short-term benefits and will lead to more significant benefits
to taxpayers for a number of years. However, failure to initiate the process means that these benefits will
never be realized.
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Growth in certain entitlement programs such as the welfare program, and
Medicaid is driven by mandates from the federal government, but the
Welfare Reform State has expanded beyond the mandated programs. Governor Carcieri
recommends that these programs be modified to bring Rhode Island’s
benefits more in line with benefits offered by other states. Another factor
driving these proposals is that Congress is expected to require changes to state programs to remain
eligible for federal grants.

In 1996 Congress enacted the Personal Responsibility and Work Opportunities Reconciliation Act of
1996, which established a lifetime limit of 60 months on cash assistance received through the federal
Temporary Assistance for Needy Families (TANF) block grant. Congress established a clear expectation
that cash assistance should be temporary and that adult recipients should be expected to work and pursue
self-sufficiency. At the same time, states were given the flexibility to reform their welfare programs to
achieve these goals. As a result, nationwide millions of families have been able to end their dependency
on welfare and achieve self-sufficiency Some states developed shorter time limits on cash assistance
while other states, like Rhode Island, adopted the federal 60-month time limit but only for parents;
children in very low income families may remain on cash assistance until their family’s income increases
above the FIP program standard. It is clear that the federal government will continue to increase pressure
on state governments to decrease the dependency by increasing the work participation required, in order
for parents to become accustomed to a full work week.

On or about February 1%, the U.S. House of Representatives is expected to vote on the Deficit Reduction
Act, which includes the Reauthorization of TANF, as already been passed by the Senate). If signed into
law by the President as drafted, on October 1, 2006 there will be much greater restrictions and thus
challenges on all states in achieving the pre-existing work participation rates of fifty percent for all
families and ninety percent for two parent families. The expected federal changes include an expanded
definition of which cases must be included in work participation rates, as well as a rebasing of the time
period when states receive credit for their caseload reductions. TANF Reauthorization contains significant
financial penalties for states that fail to meet these requirements.

Rhode Island enacted the Family Independent Act (FIA), which allowed a full 60 months of benefits in
order to assist families to reach self-sufficiency and to avoid recidivism to cash benefits. Although Rhode
Island has been successful in reducing its caseload by 46 percent since May 1997, it is clear that pending
federal changes will challenge Rhode Island to do more. To address these challenges the Governor
proposes the following changes to the Family Independence Program (FIP).

The Governor proposes reducing time limits and strong enforcement of compliance with employment
plans. He recommends actions to strengthen child support for families receiving child care, and provides
funding exhibiting a strong, continuing commitment to child care, while assuring that the most needy
qualify for assistance. The proposal builds a foundation for helping even more families to achieve self-
sufficiency, for helping those finding jobs to succeed and progress in employment and for helping to build
stronger, healthier families.
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Rhode Island -
Welfare Reform

The Governor proposes to revise the computation of time limits for Rhode
Island’s FIP population while continuing the strong supports of child care,
health care and employment skills training, which have been provided in
the past. The Governor’s proposals are targeted to strengthening the
existing work requirements and providing stronger incentives for parents

to become employed and self-sufficient more quickly, thus shortening their time on FIP cash assistance.

The proposal includes these specific changes:

Strengthen work requirements by requiring that FIP applicants have a signed employment plan
before commencing receipt of cash assistance for a general revenue savings of $1.4 million, and
sanction families who do not comply with their plans after three months of non-cooperation
(compared to the current 18 months), for additional general revenue savings of $1.5 million. This
will assist Rhode Island in improving work participation of FIP families in order to meet the more
stringent rates and expanded categories of cases under the new TANF rules.

For families enrolled in FIP after July 1, 2007, reduce the maximum number of months of
eligibility from 60 to 30 months.

Increase the work requirement for two-parent FIP participants from 30 to 35 hours per week.
Focus staff efforts on two parent families to ensure that these families are working the required 35
hours per week, for a savings of $1.3 million in general revenue. This will greatly enhance Rhode
Island’s ability to achieve the two-parent work participation rate in the new TANF rules.

Establish a process for counting time on welfare in other states. This was a principle in the
original establishment of federal TANF “clocks™ and the Governor proposes to take into account
any time a welfare client has received federal benefits in another state. This saves $83,538 in
general revenue.

Implement a graduated $25 benefit reduction after 24 months of assistance for families who are
required to work. The benefit is reduced by an additional $25 after 36 months, $50 after 48
months and $75 after 60 months. This graduation is intended to gradually reduce the family’s
reliance on cash assistance as they approach exhaustion of eligibility for benefits.

Tighten eligibility for child care in order to ensure that assistance is provided to the most needy
by implementing a $10,000 resource test and mandate referrals to Child Support Services. This
saves $904,769 in general revenues.

Increase co-share for childcare for the higher income levels of 150 percent of the federal poverty
level and above. The average increase per week per child would be $13. This saves $1.4 million
in general revenues, while still continuing support of the State’s Child Care Program at high
levels of funding ($73.7 million).

Delay a scheduled rate increase for child care providers. The Governor recommends deferral of
the market survey for child care rates for one year, and a review of the methodology to determine
the amount the state pays. This saves $1.4 million in general revenues.
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While the number of Medicaid-eligible clients, including those receiving

health insurance through the Rite Care Program, is projected to remain
relatively stable, the costs would increase by over eight percent due to Curtailing

medical inflation. The State’s share for all Medicaid programs is also Medicaid Growth
increasing due to an unfavorable change in the Medicaid match rate which

declined for Rhode Island due to the growth in our personal income. To

mitigate the extraordinary growth in what otherwise would be required to fund Medicaid and other safety
net programs; the Governor is recommending the following actions:

Eliminate Rite Care eligibility for parents in families with incomes in excess of 133 percent of the
federal poverty level, down from the current eligibility limit of 185 percent of poverty for parents,
saving $9.1 million general revenues. Eligibility for children will remain at the current limit of 250
percent of the federal poverty level.

Remove Rite Care benefit for all undocumented children saving $4.0 million, all general revenues.

Rhode Island families with children with a family income up to 133 percent of the federal poverty
level, or income of $25,736 for a family of four, will continue to be eligible for coverage under the
program. Co-sharing of premiums apply for income above this level, which will retain coverage for
children up to an annual income level of $48,375 for a family of four. General revenue savings are
estimated at $1.1 million.

In an effort to provide the highest possible level of benefits to the
Medicaid population in this challenging fiscal year, savings plans to be

Medicaid Operational | implemented by the Department of Human Services include savings in

Efficiencies provider/vendor relationships and client cost-sharing measures totaling
$33.1 million, including $15.3 million in general revenue funds. These

cost containment initiatives are quite similar to those implemented by most other states, all of whom face
the same type of Medicaid cost pressures as Rhode Island has experienced. Highlights include:

Enhance Pharmacy Rebates and Establish a Preferred Drug List for fee-for-service clients, saving
$1.9 million general revenues.

Expanding slots in the self-directed waiver program for PARI clients ($340,860 GR)

Managed care for adults with disabilities, on a voluntary basis ($750,577)

Establish pharmacy co-payments for fee-for-service Medicaid ($633,333)

Enroll dual eligible Rite Care in Part D Medicare ($1,690,043)

Enhance federal reimbursements for clinical consultants, refugee services ($517,385)

Prior authorization for high cost imaging servicing ($339,000)

Establish respite as a Medicaid eligible service for children ($448,489)

Defer a scheduled Nursing Home COLA by three months ($1.2 million)

Restructure Provider Reimbursements for Rite Care ($4.0 million)

Reimburse Pharmacies for Fee-for-Service Clients at WAC plus zero percent, a reduction from WAC
plus five percent ($1.6 million)

Adopting formal Principles of Reimbursement of Health Centers ($706,800)

Restructure Neonatal Intensive Care Utilization Review regulations and policies ($1,500,000)

Reduce Transitional Medical Assistance periods for FIP clients ($195,427)

Modify Community Spouse Resource Calculation for Long Term Care clients ($417,797)
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The Governor recommends continuing the phase out of the Motor
Vehicle Excise Tax by increasing the exemption amount from $5,000 to Property Tax Relief
$5,500 per vehicle. The Governor recommends total funding for the Increase in FY2007
Motor Vehicle Excise Tax Phase-out program of $129.1 million, an
increase of $11.2 million over the revised FY 2006 budget. Funding of
$6,093,500 from Video Lottery Terminal revenue is included in the total funding for this program. The
legislation earmarking these VLT revenues to the phase-out program requires that this funding be
sufficient to achieve an additional $500 exemption before being committed to this program. The
estimated requirement to achieve an additional $500 exemption is $7.5 million, thus the VLT revenues
would not be sufficient to meet the required funding level to authorize the next exemption level. The
Governor, however, recommends supplementing the VLT revenues with the additional funds necessary to
increase the exemption level from $5,000 to $5,500 in FY 2007.

The Governor’s Fiscal Fitness team examined twenty-eight separate
departments and agencies. While each works hard to be productive, often the
independence results in operational inefficiency, inappropriate prioritization
Management of projects on a statewide basis, and in many cases, inconsistent, and even,

Functions conflicting policy development.  Other state governments and most
companies, which use modern technology have realized tremendous savings
and increased productivity through targeted centralization. The potential benefits of centralized functions
are most evident in four areas: Human Resources, Facilities Management, Information Technology, and
Legal Services. To implement the Fiscal Fitness recommendations, the FY 2007 Budget reflects the
continued transfer of positions from various departments and agencies to the Department of
Administration. The budget also includes two new internal service funds to record the activities of these
programs. The Department of Administration has engaged a consultant, Maximus, to prepare and
negotiate the Statewide Cost Allocation Plan, and to develop federally approved charge-back
methodologies for the centralized internal service funds.

Centralization of

The Governor proposes comprehensive reforms to the personnel system
which will result in both savings to the taxpayers and a better system to
provide state employees with human resource support. The goal is to
provide an environment that grows well trained, hard working
employees, that are rewarded for their contributions and respected by the citizens in our state.

The proposed personnel reform will replace an outdated “longevity” system for pay increases with a
“merit” system for compensation bonuses commencing in FY 2008. The longevity system is automatic
and based solely on how many years an employee has worked for the state. The merit system rewards
those employees who are competent and satisfy the job accountabilities. The Governor recommends that
elimination of 20-year statutory status for state employees to allow greater management flexibility in
setting overall employment levels. The Governor recommends that state government operates with fewer
state employees and that several measures be taken to reduce costs. Overall the personnel reforms,
discussed in further detail in this document, are expected to save over $50.0 million.

Personnel
Reform

The Governor recommends funding in FY2006 and FY2007 to strengthen
. . . its overall financial management capabilities by providing easy to use and
Improving Financial fully integrated systems for the users of the state’s financial data. The
Management Systems State is implementing Oracle modules to replace the current less
integrated procurement and payment systems. These will support an
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enterprise budget planning system which will be integrated with the accounting system and available to
the Budget Office, departments and agencies, and the General Assembly to enhance the budgeting
process.

The Governor has focused increased resources and attention to improving the timeliness of the State’s
financial reporting. Prior to Fiscal Year 2002, the State’s audited annual financial report had typically
been completed approximately six to nine months after the close of a fiscal year. The report for the year
ending June 30, 2002 was completed sixteen months after the close of that year. There were two primary
reasons for this delay, compliance with GASB Statement 34 which requires the inventory of fixed assets,
and the introduction of a new accounting system which. The 2003 report was completed sixteen months
after the close of the fiscal year due to the late start on the FY 2003 audit and some continuing issues with
the reconciliation and fixed assets reporting. The report for the fiscal year ending June 30, 2004 was
issued in July 2005, thirteen months after the close of the fiscal year. Due to the increased resources from
the executive branch, and the diligence of the Office of the Auditor General in the post audit stage, it is
expected that the report for the fiscal year ending June 30, 2005 will be on time this year -- in February
2006, seven months after the close of the fiscal year.

Local education aid funding increases $41.0 million or 5 percent in FY
2007. The increase in general aid distributed directly to municipalities is Local Education Aid
designed to be equivalent to the increase by city and town in local share of up $41.0 million
teacher retirement contributions, or $18.7 million. The Governor also
proposes increasing the State’s share of teacher retirement costs from 40
percent to 50 percent beginning in FY 2008. Additionally, the Governor recommends pursuit of a
number of initiatives from: “Project Making the Grade - The Governor’s Blue Ribbon Panel on
Mathematics and Science Education: An Action Plan for Rhode Island.” These initiatives include:

Or Five Percent

e $850,000 is provided for activities related to professional development within the areas of
mathematics and science instruction.

e Physics First, a program that supports the purchase of physics texts and chemistry lab equipment in
five pilot high schools, is financed at $425,000, with an additional $100,000 of set-aside funding from
professional development to be used to expand the program into other high schools.

e Project Inner Space, which brings the study of oceanography and archaeology to Rhode Island
classrooms via advanced “telepresence” technology, is financed at $240,000.

e A statewide science curriculum and the implementation of alternative certification program as part of
the RITER project, financed at $200,000 and $75,000, respectively.

e A new position of Mathematics and Science Project Manager, responsible for overseeing the
successful implementation of these and other projects is financed at $120,000.

Additionally, the Governor recommends funding of $240,000 for the development of proficiency-based
graduation standards, $158,000 to develop and support programs strengthening school and district
leadership. Taken together, these initiatives constitute a total general revenue outlay of $2.5
million in FY 2007. The Governor recommends funding for innovative technology to upgrade
teacher training programs to better prepare teachers to inspire their students to excel in science,
technology, engineering and mathematics.

The Department of Elementary and Secondary Education, under the
guidance and leadership of the Board of Regents, has formulated a variety

Encouraging Local of statewide initiatives designed to achieve significant local efficiencies

Government Efficiency

10
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and thus reduce the long-term financial burden of school districts. Efficiencies planned for FY 2007
include a statewide school lunch contract and continued support to a consolidated statewide information
system. Regionalization of heating oil and natural gas purchases, as well as studies concerning the
feasibility of cross-district busing and a statewide health contract are also being pursued. Many districts
currently use the existing collaborative system to achieve systems efficiencies; state efforts will focus
initially on expanding these regional efforts to a statewide level whenever possible. The Department of
Education will collaborate with the Department of Administration, Division of Purchasing, in these
efforts, and both long- and short-term activities are already underway. Ongoing developments in these
areas are also framed within the context of the overall State Education Aid discussion, with the goal that
additional state support will leverage aggressive local effort to implement these programs and use
resources more efficiently. The Governor also recommends the creation of a metropolitan school district
to promote cost efficiencies at the local level.

The Governor recommends making a substantial downpayment ($100
million) on the State’s unfunded liability for retirees, funding through

Paying Down Retiree one-time revenues deposited into a trust fund. The State of Rhode Island
Health. U”f unded finances its retiree health coverage on a pay-as-you-go basis, essentially
Liability paying for the actual costs of retiree health care as it is incurred. In April

and June of 2004, the Government Accounting Standards Board issued
two standards regarding other post-employment benefits (OPEB) other than pensions. The first of these
standards, known as Statement 43, addresses accounting by plans that administer OPEB. The second of
these standards, known as Statement 45, establishes accounting and reporting requirements for state and
local governments that provide OPEB. The implementation deadlines for these standards for the State of
Rhode Island are FY 2007 for Statement 43 and FY 2008 for Statement 45. The State currently has no
plan that administers OPEB to eligible retirees. Regardless of this fact, the State will have to report its
unfunded OPEB liability beginning in FY 2008.

In 2004, in anticipation of the issuance of these GASB standards, the Budget Office commissioned an
actuarial study to determine the amount of the State’s unfunded OPEB liability. This actuarial study
revealed that as of June 30, 2002 the State’s unfunded OPEB liability was $629.9 million assuming a
discount rate of 8.25 percent. GASB standards allow the State to amortize this unfunded liability over 30
years if the state decides to establish a plan to administer OPEB to eligible retirees. According to the
actuarial study conducted on behalf of the Budget Office, the 30 year amortization of this unfunded
liability would require annual contributions equal to 8.57 percent of active employee payroll. This
contribution would be in addition to the contribution the State makes for pension benefits.

In the FY 2007 budget, the Governor recommends the establishment of the “Retiree Health Care Trust
Fund” for the purpose of financing retiree health benefits and paying down the current unfunded liability
beginning in FY 2008. The Governor believes that the statutes entitling eligible retirees for health care
benefits appeared to have envisioned a fully funded, actuarially determined trust fund within the
Employees Retirement System of Rhode Island (see Rhode Island General Law, Section 36-10-2(d)). ,
The Governor further proposes that an initial deposit of approximately $100.0 million be made into this
trust fund from a portion of the proceeds from the securitization of the residual tobacco master settlement
payments the State expects to begin receiving sometime after 2023.

Finally, the State has requested that the actuary that completed the original OPEB study update its analysis
of the State’s unfunded OPEB liability. The Administration anticipates that the results of the updated
analysis will differ from the original study due to changes in the final standard adopted by GASB, changes
resulting from pension reform for non-vested members (i.e. age of retirement), and changes in actuarial
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assumptions due to the experience study performed after the first retiree health valuation. It is expected that
the State would evaluate the results of these actuarial cost estimates when preparing recommendations for
the FY 2008 budget.

To facilitate the implementation of the Retiree Health Care Trust Fund, the Governor recommends that the
Department of Administration work group which has been studying this issue be expanded to include
broader representation. Given that nearly all of Rhode Island’s cities and towns will face similar unfunded
liabilities for OPEB, the Governor believes that the State could offer or promote efficiencies in establishing
municipal retiree health care trusts, such as allowing the State Investment Commission, to manage all of the
entities’ trust assets. Currently, the State Investment Commission is responsible for the investment and
management of the assets in the Employees Retirement System of Rhode Island and the Municipal
Employees Retirement System. The pooling of state and municipal assets has allowed the SIC to negotiate
lower investment management fees than would otherwise be possible. In furtherance of this objective, the
Governor recommends two additional full time equivalent positions in the Department of Administration in
FY 2007 to prepare for implementation and to administer the fund.

The Governor recommends using approximately $100 million in one-time
revenues to establish a trust fund to subsidize the costs of providing health
insurance to individuals and small businesses. The Trust for Rhode Island
Health Insurance (TRIHI) would be a public board established for
overseeing the use of assets expressly for the purpose of promoting
affordable health insurance products for the benefit of all Rhode Islanders.

The Trust for Rhode
Island’s Health
Insurance- Reducing
Health Insurance costs
for over 10,000 citizens

These health insurance products would promote affordability and improved
public health by public oversight of their benefit design, pricing and administration. The TRIHI would
monitor financial performance of the assets, approve the use of the interest earned on these assets to create
market incentives for the purchase of state-certified health insurance products by targeted populations, and
approve the use of the principal of these assets towards purposes which improve the affordability of health
care without jeopardizing the stability or value of the principal itself.

The Board would be supported administratively by the Office of the Health Insurance Commissioner
(OHIC). The process of selection, certification and administration of health insurance products (known as
SelectCare) would be prescribed statutorily in proposed legislation. The estimated $5.0 to $10.0 million in
annual investment returns would be reinvested in affordable health insurance incentive programs, targeted
to segments of the insurance market and/or segments of Rhode Island’s working population, and will be
coupled with other incentive programs to reduce health insurance rates for ten to twenty thousand Rhode
Islanders. OHIC would work closely with other state agencies — notably the Executive Office of Health
and Human Services — to ensure coordination of efforts and resources. The goal of affordable health
insurance for all Rhode Islanders will only be accomplished through a process of collective decision making
and investment. These assets represent a permanent investment in the attainment of this objective.

The Governor’s proposed FY 2007 — 2011 capital budget reflects the
second year of the Grant Anticipation Revenue Vehicle bonds

(GARVEE) program which along with funding from motor fuel bonds Focus on
will finance $679.9 million for five major construction projects. The Transportation
State has issued the first series of the bond program in 2003 and is Infrastruture

planning on issuing the second series in 2006, and the third series in
2009. The projects being financed under this program are the 1-195
Highway Relocation, Washington Bridge Reconstruction, a new Sakonnet River Bridge, and the Quonset
Rt. 403 highway construction, plus amounts for completion of the Freight Rail Improvement Program. FY
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2006 marked a significant increase in Rhode Island implementation of the Transportation Reauthorization
Bill known as the Safe, Accountable, Flexible, Efficient Transportation Equity Act: A Legacy for Users
(SAFETEA-LU). Under this program, Rhode Island will receive an average of $189.0 million per year,
based on a limitation assumption of 87 percent of apportionments. This represents an increase of $25.2
million over the amounts provided by the previous Transportation Equity Act of the 21st Century (TEA-
21) for various highway and mass transit projects, however within that amount there are more “earmarked
funds” than in the past. This actually reduces the amount of flexible funds available for regular program.
The new federal funding will allow continued commitment to a state intermodal system which would
reduce traffic congestion, air quality concerns, and reduce the number of heavy vehicles on Rhode
Island’s roadways through enhanced rail capacity.

. The Governor proposes to continue funding of $7.5 million for the
Funding for Neighborhood Opportunities affordable housing program and
Affordable Housing recommends that this funding be provided by a financing through the
has Created 1,991 Rhode Island Housing Mortgage Finance Corporation, with the State
Units financing the associated debt service costs. This will bring funding for

this program since its inception to $35.0 million. Since its inception in
2001, the Neighborhood Opportunities Program has funded the construction or rehabilitation of 940
housing units from its three program funds. This includes the production of family housing, permanent
supportive housing, and homeownership opportunities. These housing units are located at sites that have
produced a total of 1,991 affordable housing units. In FY 2006, Governor Carcieri created the Office of
Housing and Community Development to ensure an effective and cohesive approach to affordable
housing.

The Governor proposes funding for the establishment of an after hours
emergency response program for abused or neglected elders in need of Support for
urgent care. Implementation of this program will close the gap in time, Elders in Crisis
during which the Department of Elderly Affairs is unable to coordinate
responses to reports of elder abuse or self neglect. The Department will now be able to provide short-
term crisis mediation for vulnerable seniors, including finding safe placements, coordinating immediate
care plans, and referral of criminal incidences, if required. The Governor also recommends funding in the
capital budget for the Elder Center to be located at the Pastore Center which will serve as a one-stop
service center.

The Governor proposes several programs to assist members of the
Support for T hos.e National Guard who have been relied upon so heavily in the recent
Who Respond in time years. The Governor proposes to add $200,000 for tuition benefits to
of Need fully fund the established program at the state university and colleges.
Funding is also included for the Life Insurance Subsidy for Active Duty
Guardsmen, and it is recommended that the subsidy be increased to cover a $400,000 policy limit, as
opposed to $250,000. The Governor proposes a legislative change which would provide military pay
equalization for state employees who are active duty guardsmen and reservists, so that no member
receives less pay that they would if they were working in their state job. The Governor is recommending
that the Emergency Operations Center be relocated at a rehabilitated Varley Building at the Pastore
Complex. The State’s E-911 emergency call center and the State’s computer are also to be located at this
site. For a further discussion of the State’s activities relating to preparedness, see “Readiness to Respond”
in this document.
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The Governor proposes that $80.6 million over 5 years be provided to

Investing in the enhance technology in the State. The proposal includes projects to
Future-Innovative improve State Government information technology and projects with
Technology Initiative statewide interest in the areas of education, healthcare, and pilot projects

to expand wireless internet applications. Rhode Island must strengthen its
technology to enable an innovation economy and to solve the real problems of our day. The Governor
recommends $15.4 million from general revenues over a five-year period for the installation of a modern
statewide financial management system. The remaining $65.2 million in Innovation Technology
financing would be provided by certificates of participation and would fund specific public policy areas
and infuse the investment needed to significantly strengthen the state’s platform for innovation and
deliver real value to Rhode Island citizens. State government projects include a replacement of the
outdated system presently used by the Division of Motor Vehicles ($12.8 million), equipment for the new
State Police Headquarters ($2.8 million), new radio towers for the State Police ($3.4 million), enterprise
infrastructure upgrades ($3.9million), technology needs and enhancements related to the consolidation of
the State Computer Center, E-911 and the Emergency Operations Center ($5.0 million), and integrated,
web based licensing capability ($1.0million).

To support more efficiencies and better training in the educational system, the Governor recommends $15
million of technology funds over five years which would focus on “Inspiring Excellence in Science,
Technology, Engineering, and Mathematics (STEM)”. The Governor recommends funding for innovative
technology to upgrade teacher training programs to better prepare teachers to inspire their students to
excel in science, technology, engineering and mathematics. Projects that qualify may include but are not
limited to Rhode Island Department of Education’s - Student Information System and its rollout to school
districts as well as specific funding to support teacher professional development in the use of innovative
technologies or techniques, including our state’s teacher preparation programs. The “SMART”
Classrooms Program will significantly upgrade teacher preparation facilities at Rhode Island College and
the University of Rhode Island by infusing technology into our teacher training programs, creating a
Center for Excellence in Mathematics, Science and Technology Education, and upgrading mathematics
and science classrooms and laboratories.

To support more efficiency in an industry that impacts every Rhode Islander, the Governor recommends
pursuit of the Health Information Exchange System (HIE) funded at $20 million over five years. The HIE
will be able to identify where a patient has medical information located, connect their personal health data
from the various health care providers and facilities, and make the combined data available and easily
accessible to authorized health care providers. The data exchanged through the HIE will include
laboratory data, medication information, allergies, emergency room and hospital discharge summary
reports, pathology reports, outpatient and surgical procedure reports, radiology images and reports,
diagnosis and problem list, immunization and preventive child health data (lead screening results,
newborn screening results) and other health information deemed to be critical. The development of a
robust and fully functional HIE will also maximize the effective use of technology by patients, providers,
policymakers and researchers to realize significant and continuous improvements in the quality and
outcomes of health care delivery in the state, and to protect the public’s health.

RI-WINs was launched in 2004 by the Business Innovation Factory to create a statewide, border-to-
border, wireless broadband network that breaks down barriers to innovation, improves interoperability
among new products and technologies, and establishes Rhode Island as an ideal place to explore and test
new business models. From an economic development perspective, access to a border to border wireless
network will attract business to Rhode Island. The Governor recommends $500,000 for pilot projects
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promoting the collaborative development and integration of innovative wireless enterprise application
solutions.

In the public safety area, the lack of interoperable communications is the primary deficiency keeping first
responders from effectively coping with disaster. Until first responders can effectively communicate with
each other as well as government officials, the response to emergencies will be inadequate. RI’s
Communications Work Group and DolT have been working to remedy that deficiency, coordinating
efforts and attempting to marshal available funding to build a statewide interoperable radio network. The
Governor recommends that these efforts be focused on federal homeland security funds received or to be
received by state and local governments, with the State coordinating the effort by pooling community
resources to develop a statewide interoperable system.
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The Governor proposes a comprehensive reform to the personnel system
which will result in both savings to the taxpayers and a better system to
Need and Goal of provide state employees with human resource support. The reforms are
Personnel Reform designed to ensure that the state work force, including those employees
that protect children and the elderly; that help low income families and
displaced workers get back on their feet, health care for our more vulnerable citizens; that protect our
environment; and safeguard our prisons and our cities, have the supports to succeed in jobs that are often
difficult and pressure packed. There is little doubt that our existing system has presented roadblocks to
these objectives, instead of providing solutions. The existing system hampers the State’s ability to attract
and retain more competent, reliable and well-trained employees. In too many instances, the system has
failed to provide a challenging and rewarding work environment for those who have chosen State service
as their career.

In order to advise the Department of Administration on the implementation of the reforms, the Governor
recommends the creation of a Career Service Advisory Group. This group will help ensure that the
reforms will serve as the impetus for a cultural change in state human resource management. The
modernization of our human resource system will give employees more job mobility and career
advancement opportunities while, at the same time, giving agencies more flexibility in meeting the needs
of their constituents. The goal is to provide an environment that grows well trained, hard working
employees, that are rewarded for their contributions and respected by the citizens in our state.

All large organizations, whether public and private, must cope with similar challenges. In order to keep
pace with both sectors, the state must review and revise the rules and processes relating to hiring,
performance evaluation; compensation, training; corrective/disciplinary action, and the collective
bargaining process.

The proposed personnel reform will replace an outdated “longevity” system for pay increases with a
“merit” system for an increase in pay commencing in FY2008. The longevity system is automatic and
based solely on the number of years an employee has worked for the state. The merit system rewards
those employees who are competent and meet the job accountabilities. That change will be applauded by
the many talented and hard-working state employees who have been measured under the present system
simply by “years on the job”. Standards in both the public and private sector judge this approach to be a
more cost-effective and equitable way to reward and compensate employees.

Supervisors in State government are provided very little, if any, training or support. Management training
sessions will help supervisors perform their jobs more consistently and effectively. Aided by the
centralization of the human resource functions across state government, employees should receive more
consistent messages concerning expectations of job performance, and consequences for non-performance.
A training program has been developed by the Department of Administration to train all levels of
managers on how to identify and communicate performance expectations to their subordinates and to turn
managerial challenges into positive results. The goal is to train and assist our managers in solving
problem behavior while focusing on respect and responsibility. Another change to enhance the
employee/supervisor relationship is to change the probationary period for new hires from six month to
one year to provide more ample time for performance evaluation. The protection provided to twenty year
employees by “statutory status” will be removed, the ability for an employee to “bump” another employee
with less seniority during a workforce reduction would be eliminated, and modifications will be made to
make the Personnel Appeal Board’s role consistent with disciplinary actions rendered by the employee’s
agency. Opportunities for job related training would be enhanced.
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The Governor recommends that state government operates with fewer
Personnel Savings - state employees and that several measures be taken to reduce the overall
Reduction in Force cost of the workforce. While attrition can present challenges to an

employer, as knowledgeable and skilled workers leave state service, it can
also present tremendous opportunities to restructure and rethink the way government services are
delivered. Based upon the actual experience over the past six years, roughly 13% of all state workers
leave their positions annually. Due to the aging of the “baby boomer” cohort of the workforce,
approximately 27 percent of the State employee workforce will be eligible to retire in the next five years.
That number increases to approximately 36 percent over the next ten years. A number of changes in
personnel rules and statutes would achieve significant reductions in the number of employees by creating
disincentives for active employees at retirement age to continue working. Such disincentives would
include:

1. Eliminate any payout of sick leave after July 1, 2006. Generally an employee is entitled to receive
full pay for 50 percent of all accrued sick leave over 390 hours up to and including 630 hours and 75
percent pay for all accrued sick leave over 630 hours up to 875 hours. At the maximum payout, a
retiree could receive payment for more than eight weeks of salary. After July 1%, no state employees
would receive any payout for sick leave.

2. Change the practice of allowing employees to carry over two years of vacation time. This would be
modified to allow carry over of one years accrued vacation, after providing a one-year window to
allow discharge of any accruals over the new one year limit. This will result in long-term reductions
in severance payouts, as retirees currently can receive payment for up to two years of unused annual
leave.

3. Eliminate statutory status. Currently employees with twenty years of service have “statutory status”
and are provided a job at similar pay even if their job is no longer needed and is abolished.

It is projected that implementation of the above measures, in conjunction with constrained hiring
practices, would save $32.2 million in state general revenues and reduce FTEs by 419.4 in FY 2007.

The State would shut down all non-essential operations on Monday, July
3" and Friday, November 24", thus eliminating payroll costs. For FY
2007, employees would take leave without pay on these days. Any
employees working in 24/7 operations would be compensated at straight
time pay. It is projected that implementation of this measure would save $3.6 million in general revenues
and $6.7 million from all fund sources in FY 2007.

Personnel Savings -
Shut Down Days

: The Governor recommends the elimination of any new longevity
Personnel Stfvmgs - payments that would be received in FY 2007 and thereafter for all
Longevity employees. Currently employees receive longevity payments for services

longer than 5, 11, 15, 20 and 25 years that are calculated as a percentage
of salary increasing pay by 5, 10, 15, 17.5 and 20 percent, respectively. Cost of living adjustments are
also applied to longevity payments. This proposal would freeze longevity amounts at existing levels on
June 30, 2006, and no new longevity increment or cost of living adjustments would be applied to existing
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longevity amounts. It is projected that implementation of this measure would save $2.0 million from
general revenues and $3.5 million from all fund sources in FY 2007.

Personnel Savings -
Limited Service
Positions

The State currently employs individuals from certain federal funds and
other sources through an outside vendor. The vendor charges the state an
additional 17 percent fee of the hourly rate to finance FICA and
administrative costs. A new class of position would be created by
legislation to allow for individuals to be hired as “limited service”

employees thereby avoiding the administrative costs. These limited specific period positions would be
hired under a contractual arrangement that would allow for limiting the duration of the hire to a specifc
date. The positions would receive workers’ compensation but no other benefits. This would satisfy the
need to staff projects often financed from one-time federal funds or private foundation grants in a more
cost-effective manner. It is projected that implementation of this measure would save a net of $0.3
million from general revenues and a net of $1.0 million from all funds in FY 2007.

Personnel Savings -
Medical Benefits

The Governor recommends the following changes in medical benefits to
mitigate the rising cost of this category of expenditure:

Discontinue COBRA transitional health insurance coverage for new retirees, by assigning
retirees directly to the retiree medical plan. This is estimated to save $0.3 million from
general revenue sources, and $0.6 million from all fund sources.

Carve Out Pharmacy benefits for active and retired employees from the State’s medical
insurance contract to a pharmacy benefits manager. Employee benefits would not be
reduced, but the administration would be handled differently. This is estimated to save
$1.1 million from general revenue sources and $2.2 million from all fund sources.

Reduce the cost of budgeted medical insurance based upon medical claims trend. This is
estimated to save $2.3 million from general revenue sources and $4.3 million from all
fund sources. Employee benefits would not be reduced.

These three items reduce expenditures by $3.7 million from general revenues and $7.0 million from all
fund sources in FY 2007.
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The Governor recommends that the State work with the Tobacco Settlement
Financing Corporation (TSFC) in order to make available funds from the

FY 2006 FY 2002 securitization of the State’s tobacco master settlement revenues.
Opportunity While the State received all of the amounts originally intended under the
2002 financing, the Administration sees an opportunity with respect to the
debt service reserve funds that remain with the Corporation. This
opportunity relates to obtaining a surety policy, or similar vehicle, to replace the cash debt service reserve
fund, that was required at the time of original issuance. This debt service reserve fund was financed from the
proceeds of the original bond issuance. There is currently $51.9 million in the debt service reserve fund.
The Governor recommends that the State and the Corporation seek to replace the cash in the debt service
reserve fund with a financial instrument that would meet the requirements of the trust indenture and at the
same time free up the cash in the debt service reserve fund for current use. The Governor’s revised FY 2006
budget has included an estimated net amount of $49.0 million as a result of this opportunity.

In June 2002, the Tobacco Settlement Financing Corporation (TSFC)
was formed for the purpose of securitizing the State’s future revenues
due under the tobacco Master Settlement Agreement entered into by the
Attorney General in November 1998. The Corporation issued
$685,390,000 of bonds to finance the acquisition of one hundred percent
of the State’s tobacco settlement receipts for the period 2004 through
2043. The net proceeds of the sale, after financing the cost of issuance,
capitalized interest, and the debt service reserve fund, totaled $544.2 million. The state utilized $295.3
million in June 2002 to defease $247.6 million of outstanding general obligation and certificate of
participation debt (or $295.5 million reflecting the accreted value of capital appreciation bonds). The
remaining $248.9 million was made available for operating budget expenditures in the FY 2002 — FY 2004
period.

Background on the
Tobacco Settlement
Financing Corporation

The debt defeasance resulted in debt service savings of $51.6 million in FY 2003 and total debt service
savings through FY 2012 of $343.5 million. The debt service savings were realized as monies no longer
needed to be appropriated for the payment of the defeased bonds’ principal and interest. The defeased debt
is guaranteed by an escrow account established with the proceeds from the securitization and thus, those
bonds are no longer considered a debt of the state. Additionally, the bonds issued by the Tobacco Settlement
Financing Corporation are secured solely by pledged tobacco settlement revenues and thus, the TSFC bonds
are also not a debt of the state. The net impact of this transaction reduced the State’s outstanding debt, and
improved its debt ratios. The state effectively shifted the risk of non-collection of master settlement
revenues to the holders of the TSFC bonds. It should be noted that since this transaction, there have been
many larger tobacco settlement bond issues executed by other states. In some of these cases, the issuing
state has had to provide some type of auxiliary guarantee to receive favorable yields on the bonds. In
addition, some states which have not yet issued are considering a direct state guarantee or pledge of moral
obligation in order to make the bonds more appealing to investors. The State of Rhode Island did not
provide such auxiliary guarantees or pledges when it securitized its rights to receive the tobacco master
settlement revenues.

At the time of issuance in 2002, the Tobacco Finance Settlement Corporation’s bonds were rated Al, A-,
and A, by Moody’s Investors Service, Fitch Ratings, and Standard and Poor’s Ratings Service respectively.
As of January 26, 2006, the TSFC’s bonds have been downgraded to Baa3, BBB, and BBB by each of the
ratings agencies. In general, the overall downgrading of the TSFC’s debt and other similarly secured debt
was the result of the increased vulnerability of tobacco companies to adverse litigation in some jurisdictions
and concerns about litigation relating to the model statutes enacted in the various states. As of June 30,
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2005, $674,830,000 of bonds were outstanding. In accordance with Government Accounting Standards
Board Technical Bulletin No. 2004-1, the financial statements of the TSFC do not recognize a positive
carrying value for the future revenues to be received under the tobacco Master Settlement Agreement.

Like all states, Rhode Island faces numerous challenges relating to the
financing of health care for its residents. Two major challenges facing
the State are the unfunded liability for the health benefits earned by state .
employees and some teachers and the lack of affordable health insurance va’d,es Long Term
coverage for Rhode Island residents. The Governor believes that Solution to Health
significant progress in addressing these two challenges can be made with Care Challenges

a one-time dedication of resources. The Governor recommends that the
Tobacco Settlement Financing Corporation (TSFC) execute another bond transaction that would securitize
the residual payments due to the TSFC upon the retirement of the Series 2002A and Series 2002B Tobacco
Settlement Asset Backed Bonds. Under the terms of the June 2002 tobacco securitization, the TSFC was
required to “turbo” the principal and interest payments it made. The effect of this “turbo” provision was to
accelerate the retirement of the original bonds to possibly as early as 2023 at which time the residual tobacco
settlement receipts would revert back to the State. Currently market conditions for the issuance of such
securities are favorable despite the fact that significant litigation risk and unpredictable consumption risk are
still present and could negatively impact the revenue flow that supports the bonds.

Tobacco Opportunity

Such a transaction is expected to yield in excess of $200.0 million and, once again, the debt the TSFC incurs
from this transaction would not be considered an obligation of the State. The Governor proposes that
approximately $100.0 million of the potential $200.0 million of proceeds, be deposited in the “State
Employee Retiree Health Care Trust” that he recommends be established in FY 2007. Allocation of $100.0
million to this trust will provide for an immediate reduction in the State’s unfunded retiree health care
liability, which was last estimated to be nearly $630.0 million. The Governor recommends that the
remainder of the proceeds, an additional $100 million, be deposited into the “Trust for Rhode Island’s Health
Insurance” established in conjunction with a comprehensive legislative proposal to improve access to
affordable health insurance for all Rhode Islanders.
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Preparedness for Aq important role of government is to protect p}lblig 'health by responding

Public Health quickly to threats to the health and well being of its citizens. Since 1999, the
Rhode Island Department of Health has been engaged in the Public Health
Preparedness and Response for Bioterrorism Cooperative Agreement with the
Centers for Disease Control and Prevention (CDC). In Grant Year 5 (August
31, 2004-August 30, 2005), the State of Rhode Island received $6,561,277 in federal funding through this
cooperative agreement.

Emergencies

During the grant year, the funding has been allocated throughout the Department of Health to enhance
emergency preparedness planning and response, disease surveillance, biological and chemical laboratory
capacity, information technology and redundancy, public information and communication, and training.

The biological and chemical laboratories received $1.78 million dollars from this cooperative agreement to
increase response capacity, purchase state-of-the-art equipment, and train laboratorians on necessary tests for
chemical and biological agents. A new laboratory unit within Health Laboratory dedicated to chemical
terrorism agent detection and biomonitoring activities was opened in 2004 and was fully operational for its
first year during Grant Year 5.

A major accomplishment in disease surveillance was the change from a seasonal to a year-round sentinel
healthcare provider surveillance system. As pandemic flu planning occurs statewide, the sentinel providers,
who report influenza surveillance activities throughout the state, become an essential asset for identifying new
influenza cases. In addition, work is being conducted in syndromic surveillance to enhance real-time data
collection in hospital Emergency Departments, over-the-counter drug sales in retail pharmacies, and
outpatient physician visits to military facilities. The FY2007 budget includes funding for purchase of Tamiflu
by the Department of Health.

Environmental Health emergency response projects included the development of a nationally recognized tool
for assessment of the vulnerability of building air-handling systems to intentional or accidental contamination
by chemical, biological or radiological agents. Training was conducted with external partners, including the
public school maintenance directors and local emergency management directors. Planning and drilling for
responses to food-, water-, or air-borne illnesses or threats is ongoing.

An informatics committee has been developed to inventory the Information Technology that is currently in
use at HEALTH and to formulate a gap analysis to enhance emergency response capabilities. Tablet
computers have been purchased for use in the field by food inspectors during foodborne illness outbreak
investigations, the Public Health Directory is being constructed to allow the Department of Health to deploy
necessary personnel and partners during an emergency, and the Geographic Information Systems (GIS)
capabilities have been enhanced to allow for a more robust response.

In an effort to get Rhode Island’s citizens involved in preparing for and responding to disasters, the Office of
Health Communications prepared and mailed to every Rhode Island household a 16-page booklet on public
health emergency preparedness entitled, “Make a Kit. Make a Plan. Stay Informed.” Copies in eight
additional languages are available at public libraries and appropriate community-based agencies.

The Department of Health funded partnerships with the Center for Biodefense and Emerging Pathogens
(CBEP), University of Rhode Island, and Brown University to provide various types of emergency
preparedness training to community partners, first responders, colleges and universities, corrections staff,
drug rehabilitation facilities staff, public information staff, pharmacists, the Rhode Island Medical Reserve
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Corps (RI MRC), laboratory directors, hospital infection control practitioners, and other healthcare providers.
During this grant year, HEALTH also participated in over 20 exercises and real-world events.

Plans to Respond to The Rhode Island Emergency Management Agency serves as the lead
Terrorism or Other state agency for Homeland Security programs. Since the attacks of 9/11,
. more than $60 million in federal grant funding has been made available

Emergencies from the U.S. Department of Homeland Security to the State of Rhode

Island via several grant programs. The majority of the grants require an 80% pass through to local
response entities. The State of Rhode Island does not provide any funding, other than overhead support,
towards the State’s Homeland Security program.

Federal Homeland Security funds continue to decline. In fact, RI may see a significant reduction in the
Federal FY06 grant program as the federal government switches from use of a population-based formula
to a threat and vulnerability based formula. Funding in federal fiscal year 2003 —2005 was $20.0 million,
$21.4 million, and $16.1 million. Supported by federal Homeland Security grants, the agency has worked
on the planning aspects for matters pertaining to disaster response preparedness in the State of Rhode
Island, and to improve the state's ability to prevent and respond to terrorist incidents involving weapons of
mass destruction in partnership with federal, state and local agencies and organizations. To better prepare
and ensure that Rhode Island is prepared for any eventuality, RIEMA continues to play a major role in the
training of our public safety personnel and first responders to both natural disasters and terrorist threats.
Since 9-11, over 10,000 individuals have been trained and thousands have participated in disaster
preparation and Chemical, Biological, Radiological, and Nuclear Exercises (CBRNE).

The State of Rhode Island Emergency Management Agency (EMA) has
utilized the training foundation instituted by the Department of Homeland
Security (DHS), and has published its own supplemental training,
internalizing the same national homeland security strategy espoused by
DHS. The target audience for this training includes a number of different disciplines to include police and
fire emergency first responders, emergency medical service, the RI Emergency Management Agency,
public works officials, among other public administration officials.

Training First
Responders

The scope of topics covered within this training range from awareness training for first responders, to
performance and management level training courses for supervisors. Furthermore, a tri-fold family of
class topics specifically covered Weapons of Mass Destruction; Mitigation, Response, and Recovery, and
Hazardous Material (HAZMAT) courses.

Hospital and medical practitioners received comprehensive decontamination training for both personnel
and hospital equipment. In addition, a large number were trained to recognize and identify specific
hazardous materials they may encounter in the community.

Specific courses in Incident Management/Unified Command for WMD and law enforcement response to
terrorist bombings were designed to educate key personnel in handling possible future incidents involving
Weapons of Mass Destruction. Additionally, training in personal protective equipment was considered of
paramount importance in conjunction with a seminar for Public Safety Officials’ seminar in responding to
terrorism.
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The Emergency Response to Terrorism course highlights the basic level response to such topics as
chemical, biological, radiological, nuclear, and explosive (CBRNE) agents, suspicious incidents,
responder self-protection, crime scene considerations, and specialized Incident Command Issues.

This course hopes to recognize particular circumstances indicative of a potential terrorist attack and to
understand appropriate self-protective measures in response to different WMD events. This course also
hopes to ensure all practitioners understand scene control issues involving the isolation, evacuation, and
perimeter control for WMD events.

The Law Enforcement Response to a WMD incident course encapsulates the knowledge and skills that
law enforcement personnel require in order to prepare for and successfully mitigate threat incidents
involving civil disorder resulting from a WMD event.

Hundreds of Rhode Island emergency response personnel have received training in the Incident
Command System (ICS). ICS is essentially a standardized method of managing emergency incidents and
for simplicity’s sake utilizes a common organizational structure, common terminology, and common
operating procedures.

Hospital DECON Over a period of several years RIEMA provided members of Hospital
Emergency Departments from local Rhode Island Hospitals a
combination of classroom and hands on training for patient
decontamination. The curriculum developed by RIEMA included a combination of terrorism awareness,
Incident Command Training, and Hazmat Response for Emergency Medical Services personnel. The
students were trained on personal protective equipment as well as precautions and methods for
accomplishing correct patient decontamination.

Training

Following the classroom instruction each of the participants was required to dress out in PPE Level C to
take part in a patient decontamination exercise at their respective facility. Hospital personnel represented
were from several areas of the hospital to include nurses, doctors, security attendants, and maintenance
workers from facilities to ensure training was provided to all those individuals who would have a part in
an actual incident.

Terrorism Awareness, Personal Protective Equipment and individual protective measures training was
provided to the State Police. Fit Testing and training on use of Mask (3M-M40) was provided to an
estimated 250 state police force members. State Police were instructed on Terrorism Awareness with
regard to WMD potential use requiring Personal Protective Actions and Equipment. Each officer was
tested for proper fit of masks assigned to them. Instruction was given on the proper use, maintenance, and
storage for their individual masks. At the conclusion of the class each officer was issued their own
protective mask.

Emergency Medical Services First Responders were provided with training on the proper actions to be
taken at the scene of an incident, during transportation and after turnover of the patient to the hospital.

The State of Rhode Island Emergency Management Agency has
conducted a number of training exercises to enhance readiness in response
to actual disasters. These disasters can run the range from natural disasters
(hurricanes, floods, storms, lightning strikes etc) to man made disasters (acts of terrorists). RIEMA has
implemented a local “Tabletop” exercise program that encompasses first responder training for chemical,
biological, radiological, nuclear or high-yield explosive incident response and consequent management

Exercising for
Readiness
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capabilities. RIEMA has certainly increased the number of exercises planned and participated in. The
coordination with the Department of Homeland Security, FEMA Region 1 and the local responding
community (towns & cities emergency services) has never been stronger due to increased coordination
and communication.

Emergency Mutual Aid RIEMA is responsible for coordinating the acquisition of other state’s
Response resources through the Emergency Management Assistance Compact.
RIEMA is also responsible for coordinating the deployment of resources

out of state. In 2005, RIEMA deployed the Urban Search and Rescue Team and various decontamination
teams to Mississippi and Louisiana to support Hurricane Katrina disaster response. These deployments
are evidence of the benefits that mutual aid agreements in sharing resources in time of need.

Most Statewide Since Rhode Island became one of only four states to earn an approved
Equipment preparedness strategy — a month prior to the attacks of 9/11 — the agency
Needs Addressed has worked diligently to purchase additional equipment used in the event
of terrorist attacks. To date, agencies receiving such equipment include

the State Fire Marshal, Department of Environmental Management, and the RI State Police. In addition,
equipment has been ordered to provide seven Mass Victim Decontamination Teams with the ability to
decontaminate a large number of chemical attack victims.

Extensive equipment upgrades to Rhode Island’s six Hazardous Materials Management (HAZ-MAT)
teams have also been made. Part of this recent Federal Grant from the Department of Homeland Security
has enabled the purchase of 8 HAZ-MAT equipment operations trailers and 7 decontamination trailers.
Mass casualty incident trailers are prepositioned around the state. These trailers contain large quantities
of medical supplies, including backboards, iv solutions, bandages and oxygen.

Interoperable communications remains a priority for funding. Washington County received a grant
directly from DHS for the creation of an 800 MHz interoperable system within the county. Working with
the RI Police Chiefs Association, additional funds from the Law Enforcement Terrorism Prevention
Program grant has been allocated to expand the system gradually. The State Police have provided
technical support and the use of their microwave/radio tower system for this radio project. However,
sustainability and governance of an overall statewide communications system needs to be addressed.

RIEMA also acquired a state of the art Mobile Command Center, ready to respond and support state
agencies or local incident commanders in the event of an incident or planned special event. The MCC is
supported by a fleet of six emergency response vehicles and prime movers, including two duty officer
vehicles, two prime movers and two vans.

State Police Enhancing Over the past several years the Rhode Island State Police has applied for
Response Capabilities and successfully received numerous Federal Homeland Security Grants
through Homeland in an effort to increase Rhode Island’s safety and response to terrorism
Security Funds events. Examples of these grants include:

e Statewide Fusion Center which will include two (2) civilian analyst positions, computer and network
equipment, along with funds for informant money, overtime, and rent.
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Tactical Team, response, training and deployment has been enhanced with the purchase of an
armored vehicle, night vision goggles and viewers, along with thermal imagers and other associated
equipment for the State’s Tactical Team.

The ability to surveil suspected terrorist activities has been enhanced with the procurement of a
Mobile Surveillance van equipped with digital camcorders, cameras, and printers.

A new watercraft will allow us greater flexibility in protecting our ports, shipping commerce, and
critical infrastructure such as the Pell Newport Bridge against terrorist activities. In addition, we were
able to secure a vehicle to tow the watercraft allowing us greater flexibility and decreased response
time to various incidents.

Dive Team equipment has been procured which will allow the State opportunity to be both proactive
and reactive in searching the hulls of ships and the bases of bridges for security purposes along with
the capability of searching for evidentiary items during a post-terrorist incident.

Crime scene processing support has been enhanced with the purchase of digital video recorders and
editing systems, along with software and a mobile fingerprint scanner which will allow the State to
more easily document and identify terrorist activities and individuals.

Canine Search & Rescue Teams have been strengthened with the purchase of various equipment
which will make their duties of searching disaster or high-priority searches easier and more efficient.
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Introduction

The Consensus Revenue Estimating Conference (REC) convenes at least twice each year, typically within
the first ten days of May and November. Historically, the purpose of the conference was confined to
forecasting current and budget year revenue estimates. During the 1998 legislative session, the Revenue
Estimating Conference statutes were modified to also require the adoption of a consensus economic
forecast. Prior to the November 2001 conference, the conferees adopted a forecast for Rhode Island total
employment, Rhode Island personal income, and the U.S. consumer price index for all urban consumers
(CPI-U) covering the state’s last fiscal year, its current fiscal year, and the budget year.

In 2001 the Rhode Island Division of Taxation procured an updated personal income tax simulation
model. This acquisition required that additional economic variables be forecasted at the Revenue
Estimating Conferences beginning with the November 2001 conference. Thus, in addition to Rhode
Island total employment, Rhode Island personal income and the U.S. CPI-U, forecasts for Rhode Island
wage and salary income, Rhode Island farm income, Rhode Island non-farm business income, Rhode
Island dividends, interest and rent, Rhode Island total transfer payments, the Rhode Island unemployment
rate, the interest rate for ten year U.S. Treasury notes, and the interest rate for three month U.S. Treasury
bills are also agreed upon at the Revenue Estimating Conference. Finally, the consensus forecast of these
economic variables now includes the last calendar and fiscal years, the current calendar and fiscal years,
the budget calendar and fiscal years, and the next seven calendar and fiscal years.

Past Performance

During the November 2005 Revenue Estimating Conference, the conferees heard testimony from the
state’s two economic consulting firms, Economy.com and Global Insight. Both of the firms’
representatives projected that growth in real U.S. gross domestic product (GDP) will feel the impact of
Hurricanes Katrina and Rita in the third and fourth quarter of 2005, particularly via soaring energy prices,
but rebound in 2006 as reconstruction of the Gulf Coast region and New Orleans begins in earnest.
Global Insight forecasted real U.S. GDP growth of 3.5 percent in 2005 and 3.3 percent in 2006 while
Economy.com projected real U.S. GDP growth of 3.6 percent in 2005 and 3.7 percent in 2006. Global
Insight cited dampened consumer spending due to higher energy prices as underpinning its late 2005-
early 2006 growth forecast while Economy.com noted that after-tax corporate profit margins are at or near
all-time highs boding well for increased business expansion and hiring.

In a report released on December 21, 2005, the Bureau of Economic Analysis (BEA) indicated that third
quarter growth in real U.S. GDP was 4.1 percent vs. the 3.3 percent revised rate of growth that occurred
in the second quarter of 2005. According to the BEA, “[T]he major contributors to the increase in real
GDP in the third quarter were personal consumption expenditures (PCE), equipment and software, federal
government spending, and residential fixed investment.” The BEA further notes that “[T]he acceleration
in real GDP growth in the third quarter primarily reflected a smaller decrease in private inventory
investment and accelerations in PCE and federal government spending that were partly offset by a
deceleration in exports, an upturn in imports, and decelerations in state and local government spending
and in residential fixed investment.” Final sales of computers contributed 0.16 percentage points to third
quarter real GDP growth versus 0.32 percentage points contributed to second quarter growth. Motor
vehicle output added 0.56 percentage points to third quarter real GDP growth versus subtracting 0.01
percentage points from second quarter real GDP growth.

The growth in real U.S. GDP translated into further job gains in 2005. Seasonally adjusted growth in
U.S. non-farm employment through November, the most recent month available, was 1.6 percent, or
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2,159,400 jobs. This is an acceleration in employment growth over 2004 through November, when non-
farm employment growth was 1.1 percent, or a gain of 1,410,600 jobs. Both Economy.com and Global
Insight forecast that the annualized percent change in U.S. non-farm employment for 2005 will be 1.6
percent.

As noted above, for calendar year 2006, Economy.com projects an acceleration in real U.S. GDP growth
to 3.7 percent while Global Insight forecasts a deceleration to 3.3 percent annualized growth. Both
forecasters believe that energy prices will return to more normal, albeit elevated, levels, that automotive
sales will remain weak, and that further tightening of monetary policy by the Federal Reserve will result
in higher interest rates. The combination of these factors will slow the U.S. economy’s growth in 2006.
The biggest difference between the two forecasters with respect to 2006 growth prospects for the U.S.
economy lies in their expectations for the business capital spending cycle. Global Insight believes that
the business capital spending cycle will enter its deceleration phase in 2006 while Economy.com believes
that the cycle has not yet peaked leaving room for a further acceleration in business investment. Not
surprisingly, the forecasters’ projections for employment growth in 2006 are consistent with their GDP
growth forecasts with Global Insight projecting U.S. non-farm employment growth of 1.5 percent while
Economy.com forecasts a growth rate of 1.9 percent. The difference in these forecasts is directly
attributable to the econmists’ differing views of where the U.S. economy is in the business capital
spending cycle. Economy.com projects the maintenance of very healthy corporate profit margins in 2006
thereby allowing for enhanced business capital investment and acceleration in employment. Global
Insight forecasts a leveling off in the growth of business capital investment, which translates into stable
employment growth in 2006 relative to 2005.

Rhode Island’s economic performance in 2005 was characterized by continued strong growth. As noted
previously, both Rhode Island and Maine reached new employment peaks in 2004. In 2005, New
Hampshire and Vermont did the same. Seasonally adjusted growth in RI non-farm employment in 2005
was 1.2 percent, or approximately 5,750 jobs, and Maine’s growth in total non-farm employment was 0.7
percent, or approximately 4,300 jobs, in 2005. New Hampshire led the region in 2005 in total non-farm
employment growth at 1.8 percent, or approximately 11,500 jobs, attaining a new employment peak of
638,700 jobs, while Vermont was second with non-farm employment growth of 1.5 percent, or 4,600
jobs, reaching a new employment peak of 307,900 jobs. Rhode Island was third in the region in non-farm
employment growth in 2005. Finally, in 2005 both the Connecticut and Massachusetts economies began
to strengthen with each experiencing accelerated employment growth. Connecticut added approximately
18,100 jobs, or growth of 1.1 percent, but remained 23,370 jobs below its 2000 employment peak of
1,693,200 jobs. For Massachusetts, 2005 was a turning point as the state’s economy added jobs for the
first time since 2001. In particular, Massachusetts non-farm employment growth was 0.7 percent, or
approximately 21,600 jobs, in 2005. In spite of this increase in employment, Massachusetts total non-
farm jobs remained over 125,000 below its employment peak of 3,327,300 jobs attained in 2001.

The State’s housing market remained robust in 2005. According to the Office of Federal Housing
Enterprise Oversight (OFHEQ) the median price for existing single family homes in Rhode Island rose by
11.73 percent on year-over-year basis through September 30, 2005. This was the second highest rate of
appreciation in New England, trailing only Vermont’s 12.40 percent house price appreciation rate. Over
the past five years, price appreciation in Rhode Island’s housing market has been the strongest of all of
the New England states and the fourth highest in the nation. According to OFHEO, during the five year
period from the third quarter of 2003 through the third quarter of 2005, Rhode Island housing prices have
nearly doubled while those of the other New England states have increased by approximately two-thirds
(67.0 percent). In spite of the strong growth in the price of single family homes in Rhode Island, the rate
of increase has begun to slow. In fact, the rate of house price appreciation in Rhode Island fell by nearly
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half, attaining its lowest level of growth since the third quarter of 2001. At this time, it is not anticipated
that Rhode Island’s housing market will experience price deflation in the near term but rather continued
price disinflation should prevail.

With respect to personal income growth Rhode Island’s economy performed as it did with respect to non-
farm employment growth. Rhode Island’s personal income growth in the fourth quarter of 2004 (2004:4)
through the third quarter of 2005 (2005:3) was 5.74 percent, the third highest of the six New England
states. New Hampshire recorded the highest rate of personal income growth in this period at 6.64 percent,
followed by Connecticut with personal income growth of 6.48 percent. Rhode Island was trailed slightly
by Maine with personal income growth of 5.64 percent and Vermont with personal income growth of 5.44
percent during this period. Massachusetts personal income growth continued to lag the other New
England states reaching 5.13 percent for the 2004:4 through 2005:3 period. It should be noted, however,
that over the 2000:4 through 2005:3 period, Rhode Island’s average annual rate of personal income
growth has exceeded that of every other New England state.

The Forecast

The November 2005 Consensus Economic Forecast

Rates of Growth FY 2004 FY 2005 FY 2006 FY 2007
Total Employment 1.1% 1.0% 1.3% 1.2%
Personal Income 4.8% 6.0% 5.5% 5.1%
Wage and Salary Income 5.0% 4.5% 5.0% 5.2%
Farm Income 0.0% 0.0% 0.0% 0.0%

Non-farm Business Income 7.3% 8.4% 5.7% 5.0%

Dividends, Interest and Rent 1.0% 6.4% 5.0% 5.6%
Total Transfer Payments 5.7% 7.1% 6.4% 5.2%

Nominal Levels
U.S. CPI-U
Unemployment Rate

Ten Year Treasury Notes
Three Month Treasury Bills

The Consensus Economic Forecast (CEF) for the fiscal years 2004 to 2007 agreed upon by the conferees
at the November 2005 Revenue Estimating Conference is shown in the table above. This forecast
represents a sharp revision upward in the projection for personal income growth from the November 2004
consensus economic forecast for FY 2004 — FY 2007. In contrast, the November 2005 CEF projects a
downward revision in the projection for non-farm employment for FY 2006 and a level estimate for FY
2007 as compared to the November 2004 CEF. Thus, this forecast indicates that the Rhode Island
economy will still be able to create new jobs but that these new jobs should be higher paid than
previously thought. With respect to the unemployment rate, the November 2005 CEF shows little or no
change in the State’s unemployment rate over the November 2004 CEF. The stability in the state’s

28



The Economy

unemployment rate is likely attributable to a decline in the size of the state’s labor force as Rhode Island
was one of only three states to lose population between 2004 and 2005.

Employment

According to the Rhode Island Department of Labor and Training (DLT), Rhode Island’s seasonally
adjusted unemployment rate peaked at 5.5 percent in August 2003 through December 2003. This level
was the highest the State’s unemployment rate had been since February 1996 when Rhode Island’s
unemployment rate was also 5.5 percent. As of December 2005, the State’s unemployment rate had
dropped to 5.2 percent. Although this is a decrease from the August to December 2003 period, the
December 2005 unemployment rate is four-tenths of a percent higher than the revised December 2004
unemployment rate of 4.8 percent.

The November 2005 Revenue Estimating Conference forecasts a stable state average unemployment rate
of 5.0 percent in FY 2006 and FY 2007. These projections are a downward revision to the forecasts made
by the November 2004 Revenue Estimating Conference, at which the consensus anticipated the State
adding jobs at a rate less than the expansion of the state’s labor force. The November 2005 forecast
recognizes the stronger than anticipated job growth that has occurred in Rhode Island. The graph below
illustrates the difference between the November 2004 and November 2005 Revenue Estimating
Conferences’ outlooks with respect to the state’s unemployment rate.

Comparison of Projected RI Unemployment Rates

6.0% -

5.4% 5.4%

5.5% - 5.3%

5.1%
L 5.0% 50% 490 499 4.9%

o 1 5.3% 5.3%
5.0% ° - .

5.0%

4.5% - 4.8%

4.0% -

3.5% -

3-0% T T T T T T T T 1
FY 2003 FY 2004 FY 2005 FY 2006 FY 2007 FY 2008 FY 2009 FY 2010 FY 2011

—— Nov 2004 REC = Nov 2005 REC

As can be seen in the graph, the State’s economic recovery boosted Rhode Island’s job market, causing a
sharp decrease in unemployment in FY 2005 relative to the November 2004 projection. Note that the
November 2004 REC projected a rate of unemployment 50 basis points higher than the actual rate for FY
2005. The November 2004 REC projected a decrease in the unemployment rate for both FY 2006 and FY
2007. The November 2005 REC projects an increase in the State’s unemployment rate in FY 2006 and
no change in FY 2007. The primary difference between the November 2004 and November 2005 CEFs
with respect to the State’s unemployment rate is the uneven job growth that has gripped the State over the
past nine months compounded by the impact of higher energy prices as a result of Hurricane Katrina.
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According to DLT, employment at Rhode Island businesses was 494,000 in December 2005, an increase
of 3,800 jobs, or 0.8 percent, over revised December 2004. The number of unemployed Rhode Islanders
rose to 30,200 in December 2005 from 26,700 in December 2004. The November 2005 REC projects
Rhode Island employment on a fiscal year basis to be approximately 497,700 in FY 2006, an increase of
approximately 6,500 jobs from FY 2005, but 1,100 fewer jobs than was forecast for FY 2006 at the
November 2004 REC. For FY 2007, the November 2005 REC forecasts further job growth, with Rhode
Island employment rising by approximately 6,200 jobs vs. the 6,000 job increase for FY 2007 forecast by
the November 2004 Revenue Estimating Conference.

DLT reports that Rhode Island’s Manufacturing sector shed 1,900 jobs in December 2005 vs. December
2004. The State’s Trade, Transportation, and Utilities sector lost 1,200 jobs for the same period. These
job losses were more than offset by year-over-year employment gains in Education and Health Services
with an increase of 2,600 jobs, Leisure and Hospitality with an increase of 1,900 jobs, Financial Activities
with an increase of 1,300 jobs, Professional and Business Services with an increase of 900 jobs,
Construction with an increase of 500 jobs, and Government with an increase of 300 jobs.

Comparison of Projected RI Employment Growth Rates
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The chart above exhibits the forecasted changes in the growth of Rhode Island employment made at the
November 2004 and November 2005 Revenue Estimating Conferences. Several differences are readily
apparent when comparing the two forecasts. First, in November of 2004 the conferees were much more
optimistic about the prospects for the Rhode Island economy in the FY 2005 — FY 2007 period. At that
time, they anticipated Rhode Island employment growth of 1.5 percent for FY 2005. In reality, the state’s
employment increased 1.0 percent in FY 2005. Second, the November 2004 REC estimated strong
employment growth in FY 2006 at 1.5 percent, consistent with a sustainable expansion in the state’s
economy. The November 2005 REC forecasted a 1.3 percent rate of employment growth in FY 2006,
indicating an accelerating recovery in the Rhode Island labor market from FY 2005. Finally, the
participants at the November 2004 Revenue Estimating Conference projected a decline in the rate of
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growth in Rhode Island employment in FY 2007 to 1.2 percent with further sharper declines in FY 2008
and FY 2009. These declining growth rates were consistent with a “hard” landing scenario for Rhode
Island’s labor market, an occurrence that is not uncommon after a period of exceptional growth. At the
November 2005 Revenue Estimating Conference, the conferees predicted a lower rate of Rhode Island
employment growth of 1.2 percent in FY 2007 with gradual declines in FY 2008 and FY 2009, consistent
with a “soft” landing for Rhode Island’s labor market.

In sum, in terms of employment growth, the November 2004 REC forecasted a rapid acceleration of
employment growth in Rhode Island in FY 2005, followed by a sustained high level of employment
growth in FY 2006 and an escalating deceleration in the Rhode Island labor market over the FY 2007—
FY 2011 period. The November 2005 REC, on the other hand, has predicted a slower rate of growth in
the Rhode Island labor market in FY 2006, followed by a moderate deceleration in rate of employment
growth over the FY 2007—FY 2011 period.

Personal Income

Unlike the Rhode Island unemployment rate and the Rhode Island employment growth rate, the
November 2005 Revenue Estimating Conference made significant changes to the forecast of Rhode
Island personal income growth. This revision to the forecast was necessitated by the fact that the Bureau
of Economic Analysis (BEA) made significant revisions to the personal income statistics for Rhode
Island back to 2002. These revisions were a positive 1.4 percent in 2002 and a positive 1.3 percent in
both 2003 and 2004.

The graph below illustrates the difference between the two personal income forecasts. Note that this chart
differs substantively from the previous unemployment rate and employment growth charts. First, no
common point exists for personal income growth between the two forecasts. Second, the November 2005
forecast is consistently higher than the November 2004 forecast. The lack of a common point of origin
for the two forecasts is a result of the revisions made by the BEA in September 2005. The higher
estimated growth rates from November 2005 forecast incorporate the sharp upward revisions in personal
income by BEA in September 2005.

In November of 2004, the conferees at the Revenue Estimating Conference adopted a growth rate in
Rhode Island personal income that was below the average annual growth rate that prevailed over the FY
1989 — FY 2002 period, of 4.7 percent. The adopted growth rate was consistent with the underlying
trend in Rhode Island personal income growth as estimated by the BEA. It was also consistent with the
state’s experience in the 2001 recession when the Rhode Island economy had experienced an economic
slowdown rather than a recession. Given such a mild contraction in the State’s economy, a strong
rebound in personal income growth is atypical and the forecasters anticipated steady, if unspectacular,
growth in personal income. Thus, they projected Rhode Island personal income growth at an average
annual rate of 4.0 percent for the FY 2003 — FY 2011 period. At the November 2005 REC, Rhode Island
personal income growth was revised upward to an average annual rate of 4.8 percent for the FY 2003 —
FY 2011 period, the same rate that prevailed over the FY 1989 — FY 2002 period after the BEA’s
revisions to Rhode Island personal income in September 2005. The November 2005 REC’s revisions to
Rhode Island personal income growth are particularly large in FY 2005 — FY 2007, ranging from a high
of +170 basis points in FY 2005 to a low of +100 basis points in FY 2007. The strong upward revisions
in personal income growth adopted in November 2005 are driven primarily by sharply higher projected
growth rates for dividends, interest, and rent in the FY 2005 — FY 2007 period. These higher projected
growth rates exceed 300 basis points in each year.
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Comparison of Projected RI Personal Income Growth Rates
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Conclusion

The State’s economy was the only economy in southern New England that experienced positive job
growth on a year-over-year basis in CY 2002 through CY 2005. In this time period, the Massachusetts
economy lost 45,000 jobs while the Connecticut economy added only 4,900 net new jobs. In spite of the
drag the Massachusetts and Connecticut economies have had on Rhode Island’s economy, Rhode Island
still managed to attain the third highest growth rate in personal income in all of New England for the
period of the fourth quarter of 2004 through the third quarter of 2005 versus the same period in the prior
years. This period represented the second consecutive year of personal income growth in excess of 5.25
percent. In addition, Rhode Island experienced a slight increase in its unemployment rate in 2005 driven
mostly by increased labor force participation. Finally, Rhode Island employment growth is expected to
remain strong, exceeding 1.0 percent per year in each of FY 2006 and FY 2007. The cumulative effect of
these factors is a positive one for the State’s economy, with more and better paying jobs on the horizon.
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A Progress Report on Creating 20,000 Net New Jobs

In his 2003 State of the State address, Governor Carcieri set the goal of creating 20,000 net new jobs in
Rhode Island over the next four years. Three full calendar years have passed and it is time to assess how
the State’s economy has performed so far in relation to the Governor’s ambitious goal. The table below
provides the current status of the Governor’s 20,000 net new jobs pledge. In CY 2003, the State’s
economy added 4,850 net new jobs, or 24.3 percent of the total jobs needed for the Governor to reach his
goal. In CY 2004, the State’s economy gained an additional 4,133 jobs, or 20.7 percent of the total jobs
needed for the Governor to reach his goal. In CY 2005, net new Rhode Island jobs totaled 5,750, or 28.7
percent of the 20,000 net new jobs needed to achieve the Governor’s goal. Thus, for CY 2003 — CY
2005, the Rhode Island economy has gained 14,733 net new jobs, or 73.7 percent of the total jobs needed
for the Governor to reach his job creation target.

In the FY 2004 budget, it was determined that an average annual growth rate of 1.03 percent for the CY
2003 to CY 2006 period was needed to achieve the 20,000 net new jobs target. Applying the FY 2004
required average annual growth rate to the CY 2002 total employment level of 479,367, yields projected
jobs growth of 4,924 for CY 2003, 4,974 for CY 2004, and 5,025 for CY 2005. On an actual basis then,
for CY 2003 — CY 2005, Rhode Island job growth was only 190 jobs less than what was predicted in the
FY 2004 budget. As a result, the FY 2007 required average annual employment growth rate must equal
1.07 percent in CY 2006 for the Governor to reach his 20,000 net new jobs goal by the end of his first
term. In the FY 2006 budget, the CY 2004 — CY 2006 required average annual employment growth rate
was 1.11 percent for the Governor to reach the jobs goal by January of 2007.

Nov 2005 REC CY 2002 CY 2003 CY 2004 CY 2005 CY 2006
Total Employment 479,367 484,217 488,350 494,100 501,017
Jobs Added 908 4,850 4,133 5,750 6,917
Growth 0.19% 1.01% 0.85% 1.18% 1.40%
Governor’s Goal CY 2002 CY 2003 CY 2004 CY 2005 CY 2006
Total Employment 479,367 484,217 488,350 494,100 499,367
Jobs Added 908 4,850 4,133 5,750 5,267
Growth 0.19% 1.01% 0.85% 1.18% 1.07%

Table values are the twelve- month average of seasonally adjusted total non-farm employment in Rhode Island
according to the U.S. Bureau of Labor Statistics (BLS). CY 2002, CY 2003, and CY 2004 data are the actual
values. The employment data for CY 2005 is based on eleven months of actual data for Rhode Island, January
2005 through November 2005, and one month of preliminary data, December 2005. The data for the “Nov
2005 REC” section of the table uses the total non-farm employment growth rates for CY 2003 — CY 2011
from the Consensus Economic Forecast adopted at the November 2005 Revenue Estimating Conference. The
data for the “Governor’s Goal” section of the table uses the preliminary actual data for CY 2005 and the
annual growth rate needed to achieve the 20,000 net new jobs goal for CY 2006.

It should be noted that the average annual growth rate for Rhode Island non-farm employment adopted in

the November 2005 REC Consensus Economic Forecast is 1.4 percent for CY 2006 and thus, the Rhode
Island economy is projected to surpass the Governor’s 20,000 net new jobs goal by 1,651 jobs.
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FY 2006 Scorecard

In the FY 2006 budget, the Governor’s Jobs Agenda proposals were conceptually divided into two
components. The first component built on the foundation that the Governor laid out in the FY 2004
budget and consisted of continued financing of these FY 2004 initiatives. The second component
consisted of brand new initiatives to further advance economic development in the State. In both cases,
the Governor’s jobs creation proposals fall into three broad areas, workforce quality, economic
development policy, and the State’s competitive position in the emerging new economy. A breakdown of
the Governor’s recommended FY 2006 Jobs Agenda initiatives and an accounting of what the
appropriated monies were spent on follows.

FY 2006 Scorecard: Workforce Quality
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L

With respect to Rhode Island’s position in the new economy, the Governor recommended four initiatives
in the FY 2006 budget, two of which were continuing initiatives and two that were new initiatives. The
continuing initiatives that were included for ongoing funding in the FY 2006 budget were the
architectural and engineering work for the RIEDC’s Marine BioScience Research and Business Park
(MBScRBP) at Quonset Point and the seed money for the Samuel Slater Technology Fund. The new
initiatives in FY 2006 were the establishment of the Governor’s Science and Technology Advisory

Development of Tax Policy Analysis Capability: The Governor recommended that $100,000
be appropriated for the purpose of establishing a tax policy analysis capability in state
government. The 2005 General Assembly concurred with this recommendation. On
September 8, 2005, the Governor signed Executive Order 05-17 which established the Office
of Tax Research and Analysis in the Department of Administration contingent on the hiring
of an Executive Director to lead the office. The Department of Administration has advertised
for the Executive Director’s position but has not yet selected a candidate to fill the position.

FY 2006 Scorecard: Position in the New Economy

Council and the Jobs Partnership Act.

¢

Marine BioScience Research and Business Park Architectural and Engineering Work: In the
FY 2006 budget the Governor proposed the continued appropriation of $200,000 for

architectural and engineering work at the Marine BioScience Research and Business Park at
Quonset Point. The 2005 General Assembly concurred with the Governor’s proposal. In an
effort to assist with the unexpected budget deficit in the revised FY 2006 budget, the RIEDC
recommended withdrawal of $175,000 of the enacted FY 2006 total of $200,000 due to
delays in the project. This withdrawal was accepted by the Governor. In June of 2005, the
RIEDC identified a site for the MBScRBP and “hired a design team led by Pare Engineering
Corp. to begin detailed planning for the project.” These actions were financed from the
original FY 2005 appropriation of $200,000. In the first phase of the project, the design team
“prepared a conceptual building and infrastructure design for a series of laboratory suites and
offices.” In addition to the design of the research facilities, the initial phase includes a
seawater intake system and an effluent discharge and treatment system. The estimated cost of
the first phase of the project is $19.5 million.

The Samuel Slater Technology Fund: The Governor recommended total appropriations for
the Samuel Slater Technology Fund (Slater Fund) of $3.0 million in FY 2006. . The 2005
General Assembly agreed to this recommendation. In February 2005, the Board of Directors
of the Slater Board, Inc. approved “[T]he consolidation of the Slater Fund into a single not-
for-profit 501(c)(3) corporation”. The consolidation will allow the newly formed The Slater
Technology Fund, Inc. “to operate in a more efficient manner in order to maximize
deployment of public funds into new Rhode Island companies and to minimize overhead
expenses.”

The Governor’s Science and Technology Advisory Council: The Governor’s FY 2006 budget
recommended the appropriation of $100,000 for the establishment of the Governor’s Science
and Technology Council (STAC). The 2005 General Assembly concurred with this
recommendation. These monies were used to commission a study by the Council on
Competitiveness to assess Rhode Island’s science and technology sectors. The study found
that the State is having difficulty retaining young, educated workers, that its educational
attainment level is below the national average, that Rhode Island’s colleges and universities
do not actively collaborate with the local business community, and that the State has fallen
vis-a-vis other states in the number of patents received. The STAC followed up this study
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The Governor’s FY 2007 Jobs Agenda continues to build on the foundation that was established in the FY
2004 budget. There are four proposals that received funding in either FY 2004, FY 2005, and/or FY 2006
that are recommended for continued funding in FY 2007. These proposals broadly fall into the categories
of workforce quality, economic development and positioning the State to participate fully in the new

with a survey of its own and released a report with recommendations in January 2006 (see
below).

The Jobs Partnership Act: In the 2005 session, the RIEDC requested that legislation be
introduced that would authorize it to issue $54.0 million of moral obligation bonds to finance
The Small & Minority Business Growth Fund ($10.0 million), The Growth Center Jump Start
Program ($25.0 million), The Northern Rhode Island Biotechnology Facility ($4.0 million),
and The Slater Fund, ($15.0 million). The 2005 General Assembly declined to grant the
RIEDC the authorization to borrow money for the purposes of financing The Growth Center
Jump Start Program, The Northern Rhode Island Biotechnology Facility, and The Slater
Fund. The 2005 General Assembly did agree to authorize the RIEDC to issue $3.0 million in
revenue bonds or notes for the Fire Code Loan fund and an additional $3.0 million in moral
obligation bonds or notes for the Master Bond Program for Minority Contractors. Each of
these programs were sub-programs of the $10.0 million Small & Minority Business Growth
Fund.

The FY 2007 Jobs Agenda

economy. The Governor also proposes four new jobs initiatives in FY 2007.

In the FY 2007 Budget, the Governor recommends the continued support of the following initiatives to

FY 2007 Building on the Foundation: Workforce Quality

further develop the quality of the State’s workforce:

¢

Adult Literacy: The Governor proposes financing of $7.7 million from all funds for adult
literacy programs. In FY 2004, the total of these funds was $7.0 million, in FY 2005 they
were $6.9 million, while in FY 2006 they were $7.5 million. The recommended FY 2007
financing level is an increase of 2.7 percent over FY 2006. Of the total FY 2007 funding,
$2.8 million is from general revenues, $1.8 million is from HRIC revenues, and $3.0 million
is from federal financing of Adult Based Education and Project Opportunity initiatives in
RIDE. Beginning in FY 2006, RIDE became the administrator of all of the State’s adult
literacy programs.

Higher Education Assistance Authority: The Governor recommends total funding for needs-
based and other college scholarships of $15.3 million in his FY 2007 budget. Of this total,
$8.4 million is from general revenues, $422,028 is from federal funds, and $6.5 million is
from other funds, namely the Rhode Island 529 Tuition Savings Plan better known as the
Rhode Island CollegeBoundfund. This recommendation consists of a decrease of $592,742 in
general revenue financing from the enacted FY 2006 budget. It does constitute, however, an
increase in financing for scholarships from other funds by $1.0 million over the FY 2006
enacted level. The recommendation fully funds federal maintenance of effort to qualify for
incentive and supplemental scholarships for students. Thus, the end result is an increase of
$392,434, or 2.6 percent, in scholarship monies for FY 2007 over the enacted FY 2006
budget.
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FY 2007 Building on the Foundation: RI’s Position in the New Economy

In the FY 2007 Budget, the Governor recommends the continued support of the following
initiatives to further enhance the State’s competitive position in the new economy:

¢ The Samuel Slater Technology Fund: The Governor recommends continued financing of $3.0
million for The Samuel Slater Technology Fund (Slater Fund). This financing level is the
same as that contained in the enacted FY 2006 budget. The Slater Fund has reoriented its
focus and it will now evaluate more companies, finance fewer, more select proposals, commit
greater resources to chosen companies, and bring these companies to the venture capital
financing stage more rapidly. According to the Rhode Island Economic Development
Corporation, “[S]ince its inception in 1997, the Slater program has invested $11.3 million in
90 entrepreneurial ventures originating in Rhode Island (of which 45 are still active
investments) now employing 568 employees.”

¢ Marine BioScience Research and Business Park: In the FY 2007 budget, the Governor
proposes continued financing of $200,000 for the proposed Marine BioScience Research and
Business Park (MBScRBP) to be located at the Quonset Business Park. With this continued
level of funding, the design team will now “prepare a conceptual site design and preliminary
infrastructure design for the commercial production facilities envisioned in subsequent phases
of the project, will develop a permitting strategy and will prepare a preliminary cost estimate
for (this phase of) the project.” The RIEDC has already “identified suitable parcels of land
near the proposed research and incubator facility that could be developed...as production
facilities for existing businesses looking for a place to grow as well as businesses that have
found marketable applications of their research.”

¢ The Governor’s Science and Technology Advisory Council: The Governor proposes
$200,000 for The Governor’s Science and Technology Advisory Council (STAC) in FY
2007. In January 2006, STAC issued a report with five recommendations for strengthening
the State’s science and technology sectors. These recommendations included, among others
detailed below, establishing a blue-ribbon commission to assess the University of Rhode
Island and make proposals for strengthening URI’s position nationally as a competitive
public research institution, the creation of a science and technology entrepreneur tax credit to
attract and keep science and technology entrepreneurs in the State and incentivize Rhode
Islanders to invest in and support the entrepreneurs and their companies, and increased
funding for STAC. The proposed amount of FY 2007 funding is consistent with STAC’s
recommendation.

FY 2007 New Jobs Agenda Initiatives

In addition to the above carry-over initiatives from FY 2004, FY 2005, and FY 2006, the Governor
proposes two new initiatives in FY 2006 that seek to further enhance job development in the State. These
two initiatives broadly fall into the categories of economic development policy and the State’s
competitive position in the new economy.

FY 2007 New Jobs Agenda Initiatives: Workforce Quality

The Governor recommends the following new initiative in the area of workforce quality.

¢ Rhode Island Department of Education Math & Science Initiatives: The Governor’s proposed
FY 2007 budget includes several initiatives designed to improve the math and science skills
of K-12 students. These initiatives are:
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1. Creating SMART Classrooms and the Center for STEM Education Excellence

The Governor proposes that a $15.0 of long-term financing be secured to upgrade
teacher training programs and better prepare the State’s teachers to inspire Rhode
Island schoolchildren to excel in science, technology, engineering, and
mathematics. Specifically, the bond will transform classes at Rhode Island College
(RIC) and URI into SMART classrooms with integrated audio-visual technology
and wireless network access; create the Center for Excellence in Science,
Technology, Engineering, and Math (STEM) Education at RIC; and expand the
State’s K-12 Comprehensive Education Information System to add more districts
and include fiscal data.

2. Establish a Statewide Science Curriculum
The Governor proposes to appropriate $200,000 in the FY 2007 budget to establish
a statewide science curriculum. The curriculum would be developed by RIDE and
aligned with the State’s new Grade Span Expectation as called for by the
Governor’s Blue Ribbon Panel on Math and Science Education.

3. Physics First Pilot Program
The Governor recommends $425,000 in FY 2007 to provide physics texts and
laboratory equipment for the five high schools participating in the Physics First
program. This program reverses the traditional high school science curriculum and
teaches physics in the freshman year followed by micro-scale chemistry and
biology.

4. Project Inner Space Initiative
In the FY 2007 budget, the Governor proposes the appropriation of $240,000 to
bring “real time” oceanographic research conducted by Dr. Bob Ballard directly
into Rhode Island’s middle and high schools. This initiative will link Professor
Ballard’s work with science taught at six secondary schools.

5. Professional Development
The Governor proposes $850,000 in the FY 2007 budget to fund professional
development activities in mathematics and science for all teachers, but particularly
elementary school teachers. Of this total, $100,000 will be used to expand the
Physics First pilot program.

6. Project Management
The FY 2007 budget includes $120,000 to hire a program manager to report on the
State’s progress to the PreK-16 Council and coordinate the Blue Ribbon Panel on
Math & Science Education’s recommendations with RIDE, the Board of Governors
for Higher Education, and the business community.

FY 2007 New Jobs Agenda Initiatives: RI’s Position in the New Economy

The Governor recommends the following two new initiatives to help position Rhode Island to be
competitive in the new economy.

¢ Experimental Program to Stimulate Competitive Research: The Governor first proposed the
appropriation of $1.5 million for the State’s participation in the National Science
Foundation’s Experimental Program to Stimulate Competitive Research (EPSCoR) in the FY
2004 budget. The intent of EPSCoR is to establish a partnership between state government,
higher education, and industry to achieve lasting improvements in research infrastructure and
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national research and development competitiveness. In FY 2005, a consortium of Rhode
Island higher education institutions applied for but did not receive an EPSCoR grant. STAC
in its January 2006 report recommended that the State spend $1.5 million in FY 2007 to
supplement the $6.75 million NSF EPSCoR grant the state has been awarded. These monies
would be used to support the formation of a research alliance between the State’s research
universities and research hospitals in order to strengthen Rhode Island’s science and
technology research and development capacity.

¢ Rhode Island Wireless Innovation Networks: The Governor proposes the appropriation of
$500,000 for a public-private partnership to establish a wireless innovation network
throughout the state. Known by the acronym RI-WINs, this network would facilitate
innovation by connecting the State’s small geography with emerging wireless technologies.
RI-WINs would be available to both business and government. A pilot project set up in 2004
to test the feasibility of such network is being managed by IBM with financial and other
support from CVS, Verizon, and Cox Communications. The specific attributes of RI-WINs
are:

1. An open standards-based platform that accelerates the “test-trial-deploy” innovation
cycle;

2. A fixed/mobile border-to-border wireless access to services at speeds in excess of 1
megabyte per second;

3. Coverage for underserved geographic locations that currently fall outside of standard
coverage areas;

4. Collaborative development and integration of innovative wireless enterprise application
solutions; and

5. A technology that enables a “network of networks” to support cross-industry
collaboration.

The proposed expansion of the existing pilot program is in anticipation of a future bond
referendum for $20.0 million for full implementation of RI-WINs.
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Introduction

The Governor’s recommended budget is based on estimated general revenues of $3.150 billion in FY
2006 and $3.204 billion in FY 2007. Annual estimated growth during FY 2006 and FY 2007 is 4.8
percent and 1.7 percent, respectively. Estimated deposits of $63.8 million and $64.4 million will be made
to the Budget Reserve and Cash Stabilization Fund during these fiscal years. The revenue estimates
contained in the Governor’s FY 2006 supplemental and FY 2007 recommended budgets are predicated
upon the revenue estimates adopted at the November 2005 Consensus Revenue Estimating Conference
(REC) and the Governor’s recommended changes to the adopted general revenues.

The Consensus Revenue Estimating Conference is required by statute to convene at least twice annually
to forecast general revenues for the current year and the budget year, based upon current law and
collection trends, and the consensus economic forecast. The Conference members are the State Budget
Officer, the House Fiscal Advisor, and the Senate Fiscal Advisor. Typically, the two required meetings of
the Consensus Revenue Estimating Conference occur in November and May of each fiscal year.

FY 2006 Revised Revenues

The November 2005 REC revised the enacted FY 2006 revenue estimate down by $86.7 million, a
decrease of 2.7 percent. Included in this $86.7 million decrease is $25.1 million of local education
agency matching funds for Medicaid eligible public school special needs students. Recently, the Auditor
General concluded that the State should no longer record these payments as general revenue as the State
serves as only a pass-through entity for these transactions. As shown in the General Revenue Changes to
Adopted Estimates table in Appendix A of this document, the Governor’s revised FY 2006 budget
recommends an increase of $70.8 million in revenues. This $70.8 million in recommended changes to the
FY 2006 adopted estimates breaks down as follows:

e $49.0 million transfer from the Tobacco Settlement Financing Corporation (TSFC) as a result
of the replacement of the cash in the TSFC’s debt service reserve fund with a surety policy or
other similar financial instrument;

e $8.1 million more in financial institutions taxes from a change in the State’s policy on the
refunding of excessive payments that result in the overpayment of a taxpayer’s liability;

e $3.7 million more in other miscellaneous revenues as a result of the transfer of unrestricted
fund balances from the Rhode Island Health and Education Building Corporation;

e $3.0 million more in other miscellaneous revenues from the increased transfer of retained
earnings from the Resource Recovery Corporation;

e $2.1 million more in other miscellaneous revenues from the recovery of Rhode Island
Pharmaceutical Assistance to the Elderly (RIPAE) prescription drug rebates earned in FY
2003 — FY 2005;

e $2.0 million more in other miscellaneous revenues from the capture of the $0.01 leaking
underground storage tank (LUST) surcharge assessed on all motor fuel deliveries made to
facilities with underground storage tanks for the January 1, 2006 to June 30, 2006 period;

e $1.4 million more in other miscellaneous revenues from the recovery of overpayments made to
Blue Cross Blue Shield of Rhode Island in prior contracts;

e $652,428 more in other miscellaneous revenues from the capture of aged deposits of Motor
Carrier Surety fees;
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e $592,430 more in miscellaneous departmental revenues from the provision of increased energy
assistance grants by National Grid;

e $125,000 more in licenses and fees from the imposition of a surcharge on those suspected of
driving under the influence of liquor or drugs for refusal to submit to a chemical test;

e $100,000 more in other miscellaneous revenues from the transfer of a portion of the accrued
surplus in the Real Estate Recovery Fund;

e $25,000 more in miscellaneous departmental revenues in Department of Elderly Affairs from
fully collecting an Access to Benefits Coalition Foundation Grant that was deferred from FY
2005.

It should be noted that the $2.0 million generated from the capture of the $0.01 LUST surcharge is to
replace the amount the General Assembly included in the enacted FY 2006 budget as a transfer of
retained earnings from the Underground Storage Tank Financial Responsibility Review Board. An
action since prohibited by federal law.

FY 2006 Revised Revenues vs. FY 2005 Preliminary Revenues

Recommended revenues for FY 2006 are based upon a $145.5 million increase in total general revenues
over preliminary FY 2005, or growth of 4.8 percent. The largest contributing factor to this increase is the
projected rise in tax collections from preliminary FY 2005 of approximately $71.1 million. The majority
of tax categories are expected to exhibit increased collections. The exceptions are business corporations,
motor fuel, cigarettes, inheritance and gift, and racing and athletics taxes. It should be noted that the
Budget Office estimates that the Historic Structures Tax Credits will increase from $29.0 million in FY
2005 to $43.9 million in FY 2006. This revenue loss is included in the base estimates for personal
income and general business taxes.

Personal Income Tax collections are forecasted to increase by $37.0 million, or 3.8 percent, due to
increased income tax withholding payments of $37.7 million and increased estimated payments of $11.1
million. These increases are offset in part by expected increases in income tax refund payments of $14.8
million. The revenue gains in personal income tax collections are reduced due to the utilization of the
State’s Historic Structures Tax Credit (HSTC) program. The HSTC program is estimated to cost the State
$35.6 million in personal income tax revenues in FY 2006. The increased Investment Tax Credit (ITC)
and Research and Development (R&D) Tax Credits also continue to impact tax collections in FY 2006, as
individuals and businesses continue to reap the benefits of an improved tax structure in Rhode Island.
Personal income taxes are expected to comprise 32.3 percent of all general revenues collected in FY 2006
and total $1.016 billion.

General Business Tax collections are projected to increase by $8.6 million, due primarily to an increase in
Public Utilities Gross Earnings taxes of $10.9 million. The estimated increase in Public Utilities Gross
Earnings taxes are a result of the substantial rate increases received by the electric and natural gas utilities
in the past six months. Public Utilities Gross Earnings taxes are expected to generate $97.3 million in FY
2006. FY 2006 Business Corporations taxes are expected to fall $8.8 million below preliminary FY 2005
collections. Of the $8.8 million decrease in business corporations taxes, $6.2 million is the result of a Job
Development Tax Credit due to a single taxpayer that experienced a sizeable increase in corporate profits
for tax year 2005. Insurance Companies taxes are anticipated to generate $57.0 million in FY 2006, or
$3.7 million higher than in FY 2005. Both Business Corporations and the Insurance Companies taxes are
impacted by the Historic Structures Tax Credit program. The estimated foregone revenue in Business
Corporations taxes is $2.1 million in FY 2006. For Insurance Companies taxes, an estimated $6.1 million
less in collections is due to the HSTC program. The Health Care Provider Assessment is estimated to
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yield $48.4 million in FY 2006, an increase of $1.6 million over the $46.8 million collected in
preliminary FY 2005.

The Financial Institutions Tax is projected to increase by $1.2 million in FY 2006 to $(300,000). This
increase is attributable to that fact that a single taxpayer overpaid its tax liability on a cumulative basis by
$22.1 million over the past several years. In FY 2004, this taxpayer received a $10.7 million refund from
the State. At the November 2005 REC, the estimators were told that this taxpayer had requested an $11.4
million refund in FY 2006 and this fact was incorporated into the adopted estimate. Upon further
consideration, the taxpayer decided not to take the refund and it is currently anticipated that this amount
will be used to offset current and future tax liabilities over the next several years. The Governor has
proposed a change in law that would allow the State to retain any financial institutions’ excessive
overpayment of its tax liability if said overpayment is greater than $7.0 million and use it to offset tax
liabilities for calendar year 2006 and 2007 before allowing for the refund of the remaining balance. This
restriction allows the State to recapture an estimated $8.1 million in Financial Institutions taxes in FY
2006.

Sales and Use tax collections are forecasted to increase by $33.8 million, or 4.0 percent over preliminary
FY 2005 collections. Sales and Use taxes represent 28.0 percent of total general revenues in FY 2006.
The strength in sales and use tax collections in Rhode Island is very dependent on the State’s housing
market. In prior fiscal years, historically low long-term interest rates and multiple rounds of mortgage
refinancings by homeowners had made available a significant source of income that was used to remodel
primary residences, purchase appliances, and retire personal debt. From the State’s perspective, the
distribution of this consumption activity is significant, as most of the spending had been concentrated on
items that are subject to the 7.0 percent state sales tax. As long-term interest rates have begun to rise, the
State’s housing sector has cooled substantially and this reduced housing sector activity has slowed the
rate of growth in the sales and use tax collections. For FY 2006 sales and use tax collections are
projected to be $881.5 million.

Excise Taxes other than the sales and use tax are expected to decrease by $5.5 million in FY 2006. Motor
vehicle operators license and vehicle registration fees are expected to reach $48.9 million in FY 2006, an
increase of 3.7 percent over FY 2005 collections. The Motor Fuel tax estimate of $900,000 is 54.5
percent less than FY 2005 collections. The decrease in Motor Fuel taxes is attributable to a one-time
proof of claim for bankruptcy of $1.0 million paid in FY 2005. A corrective posting was made in FY
2006 to deposit the monies into the Intermodal Surface Transportation Fund (ISTF), from which it was
reallocated among the different motor fuel tax recipients at statutory rates. The revised FY 2006
Cigarette Tax estimate of $129.7 million represents a 4.9 percent decrease over FY 2005 collections.
Cigarette Tax collections are expected to decrease by $6.6 million. This decrease is due to the fact that
the State increased its cigarette excise tax to $2.46 per pack in FY 2005. As a result of this tax increase,
the State received $4.8 million in cigararette floor stock taxes in FY 2005. The cigarette floor stock tax is
a one-time revenue that occurs only when the State’s cigarette excise tax is increased. In FY 2006, no
increase in the State’s cigarette excise tax was enacted. Additionally, the public smoking ban that went
into effect on March 1, 2005 has likely contributed to a larger decrease in cigarette consumption in FY
2006.

Other Taxes are expected to decrease $2.8 million in FY 2006 relative to preliminary FY 2005. Of the
total decrease in Other Taxes, Inheritance and Racing and Athletics tax collections constitute a $5.4
million decrease offset in part by the Realty Transfer tax which is estimated to increase by $2.6 million.
Inheritance and Gift Taxes are expected to yield $5.0 million less in FY 2006 than in preliminary FY
2005, with estimated collections of $28.0 million. This decrease is due to the nature of the tax itself,
which can be affected markedly by the passing of a single wealthy taxpayer. Racing and Athletic Taxes
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are expected to continue their downward trend in FY 2006 totaling $3.6 million, a decrease of 9.8 percent
from FY 2005 levels. Realty Transfer Taxes are expected to total $17.0 million in FY 2006, an increase
of $2.6 million from preliminary FY 2005 collections.

In the Governor’s FY 2006 supplemental budget, Departmental Receipts are estimated at $275.8 million,
an increase of $8.8 million from preliminary FY 2005 collections, or 3.3 percent. The estimated $8.8
million increase in FY 2006 departmental revenues is attributable to the hospital licensing fee, which is
expected to bring in $12.2 million more than in FY 2005, the increase in the processing fee for historic
structures tax credit certificates, which is expected to generate $3.6 million more than in FY 2005, the
receipt of late payments of auto theft and insurance fraud surcharges, which is expected to bring in $1.2
million more than in FY 2005, the increase in the indirect cost recovery rate from 7.0 to 10.0 percent in
FY 2006 is estimated to generate $2.5 million more than in FY 2005, higher FY 2006 child support
enforcement collections of $644,513 are estimated and increased FY 2006 revenues of $552,465 in
penalties on overdue taxes are projected. These revenue increases are offset by a $13.4 million decrease
in disproportionate share (“dish”) payments to Slater Hospital as a result of the resumption of 100 percent
reimbursement for uncompensated care costs in FY 2006, down from 175 percent reimbursement in FY
2005, and a decline of $2.1 million in intermediate hospital settlement payments. In FY 2006,
departmental receipts are estimated to comprise 8.8 percent of total general revenues.

In addition to the above general revenue components, increases are forecasted in FY 2006 for the
Unclaimed Property Transfer to the general fund, the Lottery transfer to the general fund, and the Other
Miscellaneous general revenue category. In the case of the Unclaimed Property Transfer, an increase of
$582,268 is forecasted, primarily as result of final one-time revenues from the Bank of America/Fleet
Bank merger being realized in FY 2006.

In the case of the Lottery Transfer, an increase of $17.6 million to $325.1 million is projected for FY
2006. It is an increase of 5.7 percent over the preliminary FY 2005 transfer. This increase is attributable
primarily to expected growth in video lottery net terminal income from higher utilization of existing and
new machines (3,642 VLTs were in place in FY 2005 vs. 4,242 in place for FY 2006). It is important to
note that the Narragansett Indian Tribe is expected to receive somewhere between $200,000 to $300,000
from the net new revenue generated by the installation of 600 video lottery terminals at Lincoln Park
under the terms of BLB legislation passed in July 2005. In FY 2006, the Lottery transfer to the general
fund is expected to equal 10.3 percent of recommended general revenues.

In the case of Other Miscellaneous general revenues, a $51.8 million increase to $80.0 million is
projected. This large increase is due primarily to the expected replacement by the Tobacco Securitization
Financing Corporation of the cash in the debt service reserve fund with a surety policy or similar financial
instrument. This one action, in and of itself, is estimated to increase Other Miscellaneous revenues by
$49.0 million. This transfer will be a one-time allocation that is not repeated after FY 2006. Without this
transfer and the $12.2 million dollars the Governor recommends in other transfers and recaptures, Other
Miscellaneous revenues would be projected to decline by $10.2 million in FY 2006. For FY 2006, Other
Miscellaneous revenues are expected to make up 2.5 percent of recommended general revenues.

Finally, for FY 2006, a decrease is estimated for the Gas Tax Transfer to the general fund. The Gas Tax
Transfer to the general fund is expected to decrease by $4.3 million in FY 2006. This decrease is due in
large part to the decrease in the general fund’s gas tax allocation from 2.0 cents of the 30.0 cent per gallon
motor fuel tax to 1.0 cent per gallon of the same effective July 1, 2005. The 1.0 cent decrease in the
general fund’s share of the motor fuel tax was reallocated to the Rhode Island Public Transit Authority.
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The chart below shows the sources of general revenues for the period FY 2004 — FY 2007. The values of
the two major sources of general revenues, personal income taxes and sales and use taxes, are highlighted.
In addition, the values of those categories for which the Governor’s FY 2006 — FY 2007 budget
recommends substantial changes are also displayed.

General Revenue Sources
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FY 2007 Proposed Revenues

The Governor’s recommended FY 2007 budget estimates general revenues of $3.204 billion, an increase
of 1.7 percent over the revised FY 2006 level. The Governor’s recommendation is comprised of $3.149
billion of revenue estimated at the November 2005 Revenue Estimating Conference and $55.9 million of
changes to the adopted estimates. These changes are shown in the schedule General Revenue Changes to
Adopted Estimates located in Appendix A of this document.

The largest source of FY 2007 general revenues is the Personal Income Tax, with estimated receipts of
$1.072 billion, $4.8 million more than the November 2005 REC estimate for FY 2007. Personal Income
Taxes are expected to comprise 33.4 percent of total general revenues in FY 2007. The $4.8 million
increase over the adopted estimate in Personal Income Tax collections is due to the Governor’s proposed
tax amnesty program. The tax amnesty will allow delinquent taxpayers to have the penalty waived in
exchange for paying one-half the amount of overdue taxes owed immediately with the remaining balance
to be paid in two equal monthly payments. It should be noted that the Budget Office estimates that the
FY 2007 Personal Income Tax estimate adopted at the November 2005 REC incorporated $49.2 million
in revenue lost to the Historic Structures Tax Credit (HSTC) program. Relative to the revised FY 2006
budget, recommended FY 2007 Personal Income Taxes are $55.8 million greater, a growth rate of 5.5
percent.

Sales and Use Tax collections are expected to total $927.7 million in FY 2007, a $1.9 million, or 0.2
percent, increase from the FY 2007 estimate agreed upon at the November 2005 Revenue Estimating
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Conference. The Governor’s FY 2007 recommended estimate signifies growth of 5.2 percent over the FY
2006 revised estimate. The FY 2007 sales tax figure includes an additional $4.8 million of sales tax
revenue expected to result from the Governor’s tax amnesty program. Another $2.4 million is anticipated
from the implementation of legislation necessary to get Rhode Island to conform with the national
Streamlined Sales Tax Agreement (SSTA). The SSTA will allow the State to more effectively collect
sales taxes on remote sales through collaboration with other states that are signatories to the agreement.
The Governor has also proposed the “Endless Summer” Sales Tax Holiday, allowing two days of sales
tax-free shopping on the Saturday and Sunday prior to Victory Day of each year. This proposal is
expected to decrease FY 2007 Sales and Use Tax collections by $5.3 million. Sales and Use Taxes are
anticipated to contribute 29.0 percent to total general revenues in FY 2007.

Motor Vehicle operator license and vehicle registration fees are forecasted to equal $50.0 million in FY
2007. Motor Carrier Fuel Use Taxes are estimated to reach $1.1 million in FY 2007, a $6,029 increase
over the November 2005 REC estimate as a result of the Governor’s proposed tax amnesty. The other
components of excise taxes, namely Cigarettes Taxes and Alcohol Taxes, remain at the levels adopted by
the conferees of the November 2005 Revenue Estimating Conference. Cigarettes Taxes are estimated to
decline by $3.0 million, or 2.3 percent, from the revised FY 2006 estimate. This decline is a result of the
estimated drop in cigarette consumption. Alcohol Tax revenues, however, are projected to rise modestly
in FY 2007 from the revised FY 2006 estimate.

General Business taxes represent 9.8 percent of total general revenue collections in the FY 2007 budget
year. Business Corporation Tax revenues are expected to yield $112.5 million, an increase of 0.8 percent,
or $890,936, from the FY 2007 estimate agreed to at the November 2005 REC. This increase is the net
result of two of the Governor’s proposals. The first proposal is the previously mentioned tax amnesty
program, which is expected to increase Business Corporations Tax collections by $1.9 million. The
second proposal is to grant a tax credit to corporations that contribute to scholarship organizations that
provide scholarships to private school K-12 students. This proposal is anticipated to reduce revenues by
$1.0 million. Business Corporations Tax collections are projected to be 4.8 percent higher than the
revised FY 2006 estimate. The FY 2007 Business Corporations Tax estimate includes a Budget Office
estimated $3.7 million in revenues lost to the use of Historic Structures Tax Credits by corporate income
tax filers. Business Corporations taxes are expected to constitute 3.5 percent of total general revenues in
FY 2007.

Insurance Premiums Taxes, Public Utilities Gross Earnings Taxes, Health Care Provider Assessments,
and Bank Deposits Taxes are estimated at the levels adopted at the November 2005 Revenue Estimating
Conference. Insurance Premiums Taxes are estimated to be $54.1 million in FY 2007 and are forecasted
to be 5.1 percent lower than in the revised FY 2006 budget. They will comprise 1.7 percent of total
general revenues in FY 2007. The Budget Office estimates that the FY 2007 Insurance Premiums Taxes
will be reduced by $11.2 million as a result of the use of Historic Structures Tax Credits. This estimated
revenue loss is included in the November 2005 REC estimate for Insurance Premiums taxes. Together,
Insurance Premiums Taxes, Public Utilities Gross Earnings Taxes, Health Care Provider Assessments,
and Bank Deposits Taxes are expected to comprise 6.3 percent of total general revenues in the
recommended FY 2007 budget. Financial Institution Taxes are estimated at $3.4 million less than
adopted levels for FY 2007. The Governor’s proposed policy on the excessive overpayment of taxes
owed by financial institutions requires the State to use a portion of the refundable amount of the excessive
overpayment for the estimated tax liability in FY 2007 before a refund can be issued. This estimated
liability is $3.4 million in tax year 2006, which reduces the Financial Institutions Tax estimate in FY 2007
to $200,000.
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Inheritance and Gift Taxes are projected to reach $28.8 million in FY 2007, an increase of $73,614 from
the level adopted at the November 2005 Revenue Estimating Conference. The increase is due to the
Governor’s recommended tax amnesty program as explained above. Realty Transfer Taxes are estimated
at the same level adopted at the November 2005 Revenue Estimating Conference. Thus, Realty Transfer
Taxes are expected to grow modestly, if at all, from their revised FY 2006 levels, with anticipated
collections of $17.3 million. Racing and Athletics Taxes are also estimated at the level adopted at the
November 2005 REC. This estimate represents a decline of $200,000, or —5.6 percent, from the revised
FY 2006 estimate. Total Racing and Athletics Taxes projected in FY 2007 is $3.4 million. The total of
Other Taxes is 1.5 percent of total general revenues in FY 2007.

FY 2007 departmental receipts are expected to generate $20.2 million less than the revised FY 2006
budget. Including all of the Governor’s proposed changes to departmental receipts, total departmental
revenues are expected to be $255.6 million in FY 2007, or 8.0 percent of total general revenues. In the
licenses and fees category of departmental receipts, $71.6 million is expected as a result of the Governor’s
proposals. Most of this increase is attributable to the hospital licensing fee. The Governor recommends
that the hospital licensing fee be reinstated for one year at a 3.56 percent rate of assessment, yielding
$70.8 million in FY 2007. The FY 2007 recommended licenses and fees figure includes $300,000 from
the new fee initiated in FY 2006 for the refusal to take a chemical test and $525,000 from the proposed
change in the apportionment of motor vehicle emissions inspection fees in FY 2007.

In the fines and penalties category of departmental receipts, the Governor has proposed amendments
resulting in $16.7 million less for FY 2007 than the November 2005 Revenue Estimating Conference
projected. A $22.5 million decrease in departmental receipts from State Court collection activities in FY
2007 is included in the recommended budget. The Governor has proposed these receipts be turned over
to the State Courts as restricted receipts to be used directly for the Courts’ operations. The Governor also
proposes that the interest rate charged on overdue taxes be increases from 12.0 percent to 18.0 percent
effective October 1, 2006. This proposal is estimated to increase fines and penalties revenue by $5.1
million in FY 2007. Finally, the Governor proposes that the interest rate paid on tax overpayments be
decreased from 12.0 percent to the “predominant prime rate quoted by commercial banks to large
businesses as determined by the board of governors of the Federal Reserve System” effective July 1,
2006. This proposal is expected to reduce contra revenues by $567,939 in FY 2007.

Within the sales and services component of departmental receipts, a reduction of $12.2 million has been
proposed in the Governor’s FY 2007 Budget. The deferral of the disproportionate share, or “dish”,
payment until FY 2008 is expected to decrease FY 2007 revenues for Slater Hospital by $12.9 million
dollars. Increased charges are recommended for the improved screening of newborns. Currently
screening for twelve “first tier” conditions is performed for a fee of $59.00. The Governor proposes that
newborns be tested for seventeen additional conditions for a total fee of $110.00. FY 2007 additional
revenues of $663,000 are anticipated from this expanded newborn testing program.

The Governor’s recommended FY 2007 budget includes $5.4 million in miscellaneous departmental
revenues above the level adopted at the November 2005 Revenue Estimating Conference. Of this
amount, $5.0 million is expected from the proposed sale of land adjacent to the Garrahy Courthouse. The
proposed sale would take place under the proviso that the buyer enter into a long term agreement with the
State stipulating that this land would be used for residential development and that a parking garage would
be built that would include 500 parking spaces for court employees. Indirect cost recoveries from the
Governor’s proposed merger of the Underground Storage Tank Financial responsibility Review Board
into the Department of Environmental Management are projected to bring in additional revenues of
$440,000 in FY 2007.
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The Other Sources component total of $397.5 million in FY 2007 represents a decrease of 6.7 percent, or
$28.6 million, compared to the revised revenue estimate for FY 2006. The change in other sources of
revenue is distributed among the three major components. Within the Gas Tax Transfer component, the
Governor’s FY 2007 budget shows an increase of $177,335, or 3.7 percent, from the revised FY 2006
level. Most of the increase in the Gas Tax Transfer is a result of the Governor’s proposal to allow a tax
amnesty. The tax amnesty is projected to yield $127,335 more in Gas Tax Transfer revenue than the
November 2005 Revenue Estimating Conference adopted estimate. The Gas Tax Transfer is expected to
total $4.9 million, comprising 0.2 percent of total general revenues in FY 2007.

The Governor’s recommended FY 2007 budget for Other Miscellaneous Revenues is $62.5 million less
than the revised FY 2006 level, a drop of 78.1 percent. This decrease is due in large part to the use of
$49.0 million of one-time revenues in the revised FY 2006 budget. The Governor’s FY 2007 budget
recommends transferring $3.3 million in retained earnings from the Rhode Island Resource Recovery
Corporation to the general fund. This is a decrease of $4.5 million from the revised FY 2006 budget.
Finally, several other one-time revenues totaling $7.8 million were included in the revised FY 2006
budget that do not repeat in FY 2007. Other Miscellaneous Revenues are anticipated to be $17.5 million
in FY 2007, amounting to 0.5 percent of all general revenues.

Within the Lottery category, the recommended FY 2007 budget is $39.1 million greater than the revised
FY 2006 budget, an increase of 12.0 percent. The primary source for this increase has to do with the
operation of video lottery terminals at the state’s two licensed gaming facilities. In FY 2006, 600 newly
authorized video lottery terminals (VLTs) were installed at Lincoln Park. This was in addition to 459
existing authorized VLTs that were installed at Lincoln Park in May 2005. Thus, by FY 2007, a full
1,059 new VLTs are fully operational at Lincoln Park in FY 2007. Given the final sale of Lincoln Park to
BLB Investors, a premier gaming management company, in July 2005, the principals of the November
2005 REC were comfortable in believing that net terminal income growth at Lincoln Park and to a lesser
extent Newport Grand would return to a more “normal” level. As a result, the transfer from video lottery
operations is expected to increase by $37.9 million. It should be noted that the Narragansett Indian
Tribe’s share of net new revenue in FY 2007 is estimated to be between $500,000 and $700,000. In FY
2006, the lottery transfer is expected to be $364.2 million and comprise 11.4 percent of total general
revenues.
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The final category of general revenue receipts is the Unclaimed Property transfer. In FY 2007, this
transfer is expected to decline by $5.4 million, or 33.3 percent, from the revised FY 2006 estimate. The
source of this decline is primarily due to a one-time unexpected increase in proceeds from the sale of Met
Life and Prudential stock in FY 2006 resulting from the demutualization of both companies. As of the
November 2005 Revenue Estimating Conference, estimated proceeds from this sale increased by $6.6
million over the November 2004 Revenue Estimating Conference to $11.5 million. This influx of
revenue is not expected again in FY 2007. The Unclaimed Property transfer is projected to be $10.8
million in FY 2007, and comprise 0.3 percent of all general revenues.

48



Non-General Revenue Receipts

The FY 2007 budget recommends appropriation of funds totaling $6.580 billion. The largest source of
funds is general revenue, reflecting $3.154 billion or 47.9 percent of this total. Federal funds of $1.916
billion are the next largest component, comprising 29.1 percent of all funds. Other Sources of $1.365 billion
are the third largest total, and account for 20.7 percent of the total. Restricted receipts, or dedicated fee
funds, equal $145.3 million, or 2.2 percent of all appropriated funds. General Revenue expenditures are
discussed in greater detail on the following pages.

Federal Funds are decreasing by $133.6 million between the revised FY 2006 and the recommended FY
2007 budgets. The recommended FY 2007 federal funds total is $1.915 billion, or 6.5 percent less than
the revised FY 2006 total of $2.049 billion. The major changes are described below:

A decrease of $4.0 million of federal funds for the Department of Administration is attributable to
two main factors. An increase of $917,836 of federal funds for the Community Development
Block Grants is recommended in FY 2007. Also a decrease of $3.8 million of federal funds for
Total Personnel Reform is recommended in FY 2007. The decrease in Total Personnel Reform is
statewide and rolled up into the Department of Administration.

A decrease of $3.9 million of federal funds for the Department of Labor and Training is
attributable to Workforce Development Services.

A decrease of $4.2 million of federal funds for the Secretary of State is attributable to Help
America Vote Act of 2002 (HAVA) funds which are available until expended. The State is on
target with meeting the mandates of the act and having a fully compliant voting system by the
2006 federal elections.

A decrease of $1.3 million of federal funds for the General Treasurer is attributed to the federal
matching grant for the Crime Victim Compensation Program (CVCP), which is dependent on the
prior state fiscal year expenditures from all state revenue sources. Of the $1.3 million net
reduction, $1.0 million is a reduction in the federal grant portion of the traditional crime victim
compensation program. This decline is a result of a substantial decrease in claims paid from
restricted receipts in FY 2005. The remaining decrease of $321,602 is a reduction in the federal
grant portion of the Station Fire victims compensation program. The State has folded the Station
Fire victims sub-program back into the traditional crime victims compensation program as the
number of claims specifically related to the Station Fire have begun to diminish.

A decrease of $2.1 million in federal revenues for the Department of Children, Youth and
Families is primarily due to a change in FMAP rates from 54.683 percent to 52.875 percent.
Also, federal funding for Project Hope and the Substance Abuse Block Grant have been
eliminated and significant reductions in other grants such as the Byrne Formula Grant, Compass
Grant, Mental Health Block Grant, and the Children’s Justice Act have been made.

A decrease of $3.8 million in federal revenues for the Department of Health is attributable mainly
to reductions in Demonstration in Health Information Technology of $0.9 million; Pandemic
Influenza Planning of $0.3 million; Childhood Lead Poisoning Prevention of $0.2 million
and Bio-terrorism Preparedness, Training, Surveillance and Communication of $1.7
million.
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e In Elderly Affairs, a decrease of $3.6 million in federal grants is due to the removal of $3.1
million from the State Pharmaceutical Assistance Grant, which was awarded to the State for the
transition period prior to implementation of the Medicare Part D drug benefit program.
Additionally, the Title III Social Services grant, the Family Caregiver Support grant and the Core
Medicaid Waiver grant decline by a combined $532,876 due to expected federal allotments.

e A decrease of $3.8 million in federal revenues for the Department of Health. This reflects
primarily reduced federal funding of $1.9 million for bio-terrorism preparedness, response,
training and education. Other grants for information technology and forensics capacity
improvements are one-time in nature, while environmental lead and family planning grant levels
reflect reductions from use of prior year balances in FY 2006.

e A decrease of $92.7 million in federal revenues for the Department of Human Services. The largest
components of decrease occur in Medical Benefits programs: a one-time elimination of the federal
share of uncompensated care distributions to hospitals, as the annual distribution is proposed for
deferral to FY 2008 in the Governor’s Budget; reassignment of the federal side of expenditures for
pharmaceutical benefits for Medicaid clients who are also Medicare eligible directly to new Part D
Medicare accounts, which are not recorded in state expenditures; and, a reduction in the federal
matching rate for all Medicaid reimbursements, pursuant to annual rate calculations based on
relative state personal income requires assignment of approximately $24.3 million from federal to
general revenue accounts. A reduction of approximately $5.5 million from federal TANF block
grants for FIP cash assistance and child care benefits reflects the end of one-time balances and
bonuses expended in FY 2006. Offsetting increases in federal accounts include: $16.3 million
increase resulting from population, inflation and utilization growth trends in costs for Medical
Benefits: increases in federal food stamp administration and in food stamp vouchers recorded in
state accounts in FY 2007 of $3.8 million; adjustments in the Veteran’s Affairs Program with
additions of $0.9 million, primarily for one-time capital project reimbursements for the Veterans’
Home and the Veterans’ Cemetery; and, health care administrative contracts of $1.9 million.

e An increase of $3.1 million for the Department of Elementary and Secondary Education. This
increase is primarily attributable to a $2.2 million increase in No Child Left Behind (NCLB) Title
I funding to support school districts in need of performance improvements in reading and math;
an additional $1.2 million for new and expanded services to students with disabilities; and an
additional $899,666 for the National School Lunch Program. A portion of these increases are off-
set by a variety of reductions to other categories of federal funding, including a $547,016 decline
in NCLB Title V funding for the advancement of innovative education strategies.

e A decrease of $3.2 million for the Department of Corrections is mainly attributable to a $1.9
million reduction in Federal Crime Bill Funds under the Violent Offender/Truth in Sentencing
Act (VOI/TIS), primarily related to revised construction schedules for approved projects,
including the Reintegration Center. Additional reductions of $1.2 million are a result of grant
expirations from the Rhode Island Justice Commission for the Byrne Formula Grants as well as
federal fund reductions in discharge planning, offender reentry, victim’s services grants and in the
State Criminal Alien Assistance Program (SCAAP).

e A reduction of $2.8 million for the Judiciary is primarily attributable to the end of several one-
time discretionary grants. These include reductions of $259,325 in Supreme Court for Domestic
Violence and Byrne grants; and reductions of $2.0 million in Family Court for Drug Court, Drug
Court Treatments, and Truancy Outreach grants.
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e A decrease of $7.1 million for Military Staff is primarily due to a revised expenditure schedule
for various federal grant awards of $21.2 million for state homeland security, law enforcement
terrorism prevention and Citizens Corps programs, resulting in a reduction of $3.6 million. $3.9
million in disaster assistance for Hurricane Katrina and snow removal costs has also ended. Other
components of the reduction include $456,000 for the end of the one-time information technology
grant. Offsetting these reductions is a $1.2 million increase in National Guard federal spending
primarily due to additional funds for base security.

e An increase of $1.0 million for the Department of Environmental Management is attributable to
the addition of $1.3 million in the Natural Resources Bureau for various wildlife, fisheries
management, forestry and marine enforcement federal grants. This is offset by a reduction of
$270,036 in the Environmental Protection Bureau for Homeland Security and pollution
management grants, based on expected federal award.

e A decrease of $5.1 million of federal funds for the Department of Transportation is primarily
attributable to the implementation of a revised construction schedule for the federal highway
improvement program on the part of the department in order to meet state matching fund
availability in FY 2007.

For FY 2007, the Governor recommends Restricted Receipt fund expenditures totaling $145.3 million,
an increase of $28.3 million from the revised FY 2006 level of $117 million. Restricted receipts are
revenues, such as licenses and fees, which are solely dedicated to activities specified by the legislation
that created the receipt. The most significant changes are:

e The decrease in restricted receipts of $1.2 million for the Department of Administration is
attributable to the Total Personnel Reform that is recommended in FY 2007. The decrease in
Total Personnel Reform is statewide and rolled up into the Department of Administration.

e A net increase of $1.4 million for the Department of Labor and Training is primarily attributable
to Human Resource Investment Council expenditures.

e The decrease of $8.5 million in restricted receipts in the unclaimed property program of the
General Treasurer is due to the end of the revenues that were made available from the
demutualization of three large insurers in the past several years. These insurers are John
Hancock, Met Life, and Prudential. Upon conversion to a stock based company, each of these
insurers issued shares of stock to their policyholders in an amount equivalent to the value of their
policy. Once the shares of stock were issued, each insurer tried to contact all of their
policyholders. Rhode Island policyholders that could not be found had their shares turned over to
the State as unclaimed property. These shares were then converted to cash and retained by the
unclaimed property program for payment to the rightful owners as they are found. FY 2007
represents the end of this process.

e In Elderly Affairs, the RIPAE pharmaceutical rebate collection account is expected to decrease by

$1.1 million in comparison to the FY 2006 level, due to reduced activity predicted when the
Medicare Part D drug benefit program is in full effect.
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An increase of $30.3 million in restricted receipts for the Judiciary is due to the conversion of a
portion of the Judiciary’s operating funding from general revenues to restricted receipts. All
revenues currently deposited as general revenue will be deposited in a Court Operations Account.
Revenues deposited in the account will be dedicated to funding the entire operations of the
Traffic Tribunal and District Court, and portions of operations of the Supreme Court and Family
Court. The Court Operations Account is created by legislation included in the Governor’s FY
2007 Appropriations Act.

An increase of $5.3 million in restricted receipts for the Department of Environmental
Management is attributable to the addition of $4.0 million for the merger of the Underground
Storage Tank Responsibility Review Fund into the Department, including staff and operating
costs, and fund disbursements to tank owners. Additionally, $629,492 is expected from
recreational fishing and hunting receipts, commercial shellfish receipts and boat registration
receipts. The Environmental Response Fund and Water and Air account are budgeted to
accumulate an additional $760,854, based on expected environmental penalty collections and
recoveries.

An increase of $1.5 million for the Coastal Resources Management Council from the Oil Spill
Prevention, Administration and Responsibility Fund finances the state match (along with the
Army Corps of Engineers) for a new coastal habitat restoration project at Narrow River in
Narragansett.

For FY 2007, the Governor recommends Other Funds expenditures totaling $1.365 billion, an increase
of $18.2 million from the revised FY 2006 level of $1.347 billion. This category is primarily comprised
of funds in the University and College Fund, Employment Security and Temporary Disability funds, and
the portions of the gasoline tax dedicated to the Department of Transportation, the Department of Elderly
Affairs, and the Rhode Island Public Transit Authority. Other funds also include operating transfers,
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A decrease of $1.6 million in Higher Education Assistance Authority includes a decrease of $2.2
million in scholarships and an increase of $0.6 million for federal matches.

A $1.7 million decrease for the Rhode Island Public Telecommunications Authority. This decline
is entirely attributable to the completion of the federally mandated digital conversion project, for
which FY 2006 is the final year of Rhode Island Capital Plan (RICAP) financing.

An increase of $2.6 million in the Institutional Corrections program of the Department of
Corrections for the Reintegration Center RICAP project.

A decrease of $2.9 million in other funds for the Department of Transportation is attributable to

two factors: a reduction in anticipated land sale revenue from $6 million in FY 2006 to $2 million
in FY 2007 offset by an increase in the projected yield of the gasoline tax.
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All Sources

The total budget of $6,580.3 million includes all sources of funds from which state agencies make
expenditures.

Federal funds represent 29.1 percent of all funds. Over 69.3 percent of federal funds are expended for
human services, primarily for Medicaid.

Income and Sales and Use Taxes combined represent 30.4 percent of all revenue sources.

University and College Funds, and Income Support Benefit payments represent 7.8 percent, and 5.9
percent of the total, respectively.

Remaining sources include: Other General Revenues (11.9 percent); Gas Tax Revenues (2.3 percent);
Lottery Transfers (5.5 percent); Restricted Receipts (2.2 percent); and Other Funds (4.8 percent).

Where It Comes From

(in millions)

University Income Restricted
& College Support Gas Receipts

Funds Payments Tax $145.3

$514.1 $390.9 Lottery $149.3

$364.2 / Federal Grants
2% $1,915.8

Sales & Personal
Use Tax Other General Other Funds Income Tax
$927.7 Revenue $317.0 $1,071.7

$784.3
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All Expenditures

Approximately sixty-six percent of all expenditures are for human services and education programs. The
budgets for the human service agencies total $2.568 billion, or approximately thirty-nine percent of all
expenditures. These programs constitute the state's safety net.

Education expenditures comprise approximately twenty-seven and a half percent of total expenditures, or
$1.813 billion. Of this total, $990.9 million represents funding for aid to local units of government. This is
approximately fifty-five percent of all education expenditures, including higher education.

Approximately thirty-three percent of the $1.345 billion expended for general government is for grants and
benefits to individuals. Most of these expenditures are for employment and training services or programs,
including unemployment compensation.

Transportation expenditures comprise five percent of the total budget and include funds for public
transportation, as well as highway, road and bridge expenditures.

In total, expenditures from all funds are recommended to decrease by 0.9 percent from the revised FY 2006
budget.

Where It Goes

(in millions)

Public Safety Transportation

General $368.3 $308.8 Human Services
Government $2,689.4

$1,069.

Education Natural Resources
$1,729.9 $89.3
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Expenditure Summary

FY 2006 Revised General Revenue Expenditures

Revised FY 2006 general revenue expenditures total $3.123 billion and reflect a net decrease of $18.2 million
from the enacted budget, or 0.6 percent. The net decrease in spending includes the addition of $13.5 million
of re-appropriated balances from FY 2005, and a decrease of $31.7 million in expenditures.

The largest re-appropriations within the FY 2006 revised budget relate to expenditures for the Department of
Administration of $9.5 million, the Legislature of $2.5 million, Human Services in the amount of $400,000
and the Judiciary of $383,438. The Department of Administration re-appropriations include $7.1 million for
the Salary Adjustment Fund, $936,662 million for the Renewable Energy Fund, $493,481 for the Technology
Initiatives Fund, $212,288 for the property revaluation project, $161,245 for the Housing Resources
Commission, and $179,133 for the Governor’s Contingency Fund. For the Legislature, $1.8 million of the
$2.5 million is re-appropriated in the legislative grant category of the Joint Committee on Legislative Services
program, with $629,612 being reassigned for current services. In Human Services, $400,000 is reappropriated
for revenue maximization contracts in medical assistance programs. Judiciary’s reappropriation is statutory
and relates to the Indigent Defense Fund.

General revenue expenditures increase for several state departments in the Governor’s revised FY 2006
recommendation. In the Department of Administration, reductions (discussed below) are offset by addition of
$5.6 million for the Motor Vehicle Excise Tax phase-out; $3.9 million for implementation of an integrated
state financial management system; $1.5 million for facilities management; $1.0 million for increased energy
costs; and $592,430 for the Energy Office grant program. Statewide, the Governor adds $9.9 million for
expected energy costs.

For the Department of Health, a total of $4.4 million is added to the enacted general revenue base of $31.8
million, including $3.3 million to finance a federal shortfall for HIV programs. In Mental Health, Retardation
and Hospitals, increase of $9.4 million in supplemental appropriations will finance the fuel, water and energy
requirements of the Pastore Complex in Cranston, in addition to providing financing to support clients unable
to shift to Medicaid financing. In Elderly Affairs, $806,570 is provided for expected costs in the RIPAE
program, notwithstanding implementation of Part D of the Medicare Rehabilitation Act, and $595,355 is
added for the federal Medicaid waiver program. In Department of Children Youth and Families, $2.3 million
is added for caseload requirements in the children’s behavioral health and juvenile corrections programs.

For the Department of Human Services, the Governor adds $2.6 million for caseload requirements determined
at the November 2005 caseload estimating conference, $642,401 for unachieved indirect cost recoveries,
$267,850 for homemaker services, and $332,255 for general public assistance programs. In Corrections, the
Governor adds $591,125 for medical services for inmates, $397,883 for per-inmate operating expenditures,
and $565,345 for nursing incentives.

Offsetting these major increases in general revenue expenditures are cost savings included in the Governor’s
revised budget for FY 2006. For the Department of Administration, supplemental appropriations, absent re-
appropriations, total a reduction of $32.2 million. Major items include decrease of $40.1 million from the
Salary Adjustment Fund as it is reassigned to other agencies and decrease of $10.3 million from debt service
payments including $7.3 million shifted to Rhode Island Capital Plan financing. In Business Regulation, the
Governor recommends personnel turnover and position reconfiguration totaling savings of $262,617.
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In Children Youth and Families, delayed start-up of programs and increased revenue opportunities from
various SSI and Medicaid programs allow for removal of $2.2 million. In the Child Welfare program, $1.3
million is removed in consideration of caseload estimates. In Human Services, $5.9 million is removed to
reflect expected child care requirements and $8.5 million is removed for the special education imputed match.
Additionally, $741,389 in general revenue is removed for position vacancies in FY 2006.

In the Department of Elementary and Secondary Education, $626,000 is removed from the
Telecommunications Access Fund, $2.3 million from Teachers’ Retirement to reflect payroll base change, and
$548,389 is removed from Housing Aid. In the Administration of the Comprehensive Education Strategy
program, a total of $174,051 is removed from various projects and subprograms, to reflect expected
expenditure requirements. In Higher Education, a total of $3.4 million is removed from all state institutions of
higher learning, relating to operating and debt service reductions. In the Higher Education Assistance
Authority, $2.2 million in scholarship financing is removed and replaced by other funds from the
Collegebound 529 savings program contract.

The Governor also recommends, in the FY 2006 revised budget for Corrections, removal of $2.4 million in
turnover, based on estimated staffing requirements. In Environmental Protection, $300,000 is removed for the
Rosehill Landfill project, to be paid in FY 2008.

FY 2007 Expenditures from All Funds

All funds expenditures for FY 2007 are $6.580 billion, reflecting a decrease of $57.0 million, or 0.9 percent
from the FY 2006 revised budget. The decrease in spending in all funds by function is: $113.6 million, or
4.2 percent decrease in the Human Services function; $8.1 million, or 2.3 percent decrease in transportation
function; and, $19.5 million, or 1.4 percent decrease in general government. Of the total funds allotted for
FY 2007, $3.153 billion or 48.0 percent is general revenue, $1.915 billion or 29.2 percent are federal funds,
$145.3 million or 2.0 percent are restricted receipts, and $1.365 billion or 20.8 percent is from other funds.

On a functional basis, the largest share of expenditures are in the Human Services area and total $2.568
billion, or 39.0 percent of the total budget. Spending for Education is $1.813 billion, which comprises 27.6
percent of spending, and expenditures for General Government, including all debt service, is $1.345 billion, or
20.4 percent. Public Safety expenditures total $413.2 million, Transportation functions total $342.4 million,
and Natural Resource functions total $97.9 million. These three taken together comprise 13.0 percent of the
Governor’s FY 2007 budget recommendation.

Expenditures are also recorded on a categorical basis. On this basis, the largest share of the budget
finances grants and benefits, and equals $2.667 billion, or 40.5 percent of the total. Personnel
expenditures total $1.542 billion, or 23.4 percent, local aid expenditures, which are 19.0 percent or $1.247
billion of the total budget, are the next largest category. Expenditures for operations total $706.8 million,
or 10.7 percent. The balance of spending is to finance capital and debt service expenditures and totals
$417.0 million, or 6.3 percent of total spending.
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FY 2007 General Revenue Expenditures

Expenditures from general revenues total $3.154 billion for FY 2007, an increase of $30.1 million or 1.0
percent above the Governor’s FY 2006 revised recommendation. Savings from the Governor’s recommended
personnel reforms are reflected in the Department of Administration to be allocated to agencies during FY
2007. The estimated allocation of these savings can be found in the ‘Schedules’ section contained in this
document.

By function, unadjusted FY 2007 spending by Human Services agencies constitute the largest share and total
$1.207 billion, or 38.3 percent of the general revenue budget, followed by spending for Education programs,
totaling $1.083 billion, or 34.3 percent of the budget. General revenue spending for General Government and
Public Safety are recommended at $513.9 million, or 16.3 percent, and $307.3 million, or 9.7 percent,
respectively. Expenditures from general revenue for Natural Resources total $42.4 million, or 1.4 percent of
total spending. Transportation expenditures are financed from dedicated gasoline taxes and federal funds and
therefore are not included in general revenue recommendations.

General revenue expenditures by category are primarily devoted to financing local aid, and grants and
benefits. Local aid comprises the largest amount and percentage totaling $1.083 billion, or 34.4 percent of
the total. Assistance, grants and benefits total $1.000 billion, or 31.7 percent of the total. Personnel
expenditures of $779.5 million encompass 24.7 percent of the budget, Operations total $196.4 million, or 6.2
percent of the budget, and Capital expenditures total $94.1 million, or 3.0 percent of the total budget.

When compared to the Governor’s FY 2006 budget, the FY 2007 general revenue recommendation of
$3.154 billion is an increase of $30.1 million, or 1.0 percent above the revised amount. The increase
includes $2.3 million more in the Board of Elections, $7.9 million more for Department of Mental Health,
Retardation and Hospitals, $41.9 million more for Elementary and Secondary Education, $11.7 million more
for Higher Education, $6.8 million more for Corrections. The recommendation provides $1.8 million more
for State Police, $1.6 million more for the Higher Education Assistance Authority and, $1.2 million more for
Environmental Management. These additions are offset by general revenue reductions in the amount of $4.7
million from Administration, $18.8 million from Human Services, and $25.8 million from Judicial. The
reduction for Judicial reflects the conversion of expenditures from general revenue funds to restricted receipt
sources.

The largest percentage growth in general revenue expenditure in FY 2007 in relation to the FY 2006 revised
budget is the Education function which increases by 5.4 percent or $55.1 million. This includes a $41.0
million increase in local aid for education. The next largest percentage increase is in Natural Resources
which increases by 3.2 percent or $1.3 million. The largest percentage decrease is 4.6 percent or $14.9
million from the Public Safety function. General government decreases by 0.2 percent, or $1.1 million, and
the Human Services function decreases by 0.8 percent, or $10.3 million.
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Capital Budget Overview

The Governor’s FY 2007 Capital Budget and FY 2007 — FY 2011 Capital Improvement Plan are presented in
detail in a separate document. The following provides a brief summary of the one-year capital budget and the
five-year capital improvement plan.

The FY 2007 capital budget inclubriebrifTD4iexpenditures of $950.6 million, of which Transportation
brijects constitute 51.0 percent, Natural Resourceiebrijects represent 18.0 percent, Education prijects
represent 13.8 percent and General Government and Economic Development brijects constitute 7.3 percent.
Over the five-year planning period Transportation and Natural Resourceiebrijects total over $2.76 billion, or
71.0 percent of capital investments.
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Over the five year period, federal funds of $1.53 billion will finance apbriximately 37.5 percent of the
blann‘icapital brijects; general obligation bonds will finance $756.8 million, or 18.5 percent, with the
remaining $1.79 billion, or 44.0 percent, from other sourcei, inclubing certificates of participation and the
Rhode Island Capital Plan Fund.

A major source of state financing foricapital brijects is general obligation bonding. As of June 30, 2005, there
were $778.3 million in outstanding general obligation bonds. Over the five-year planning period, the
recommend*icapital improvement plan provides forithe issuance of $307.8 million of authoriztidebt an-ithe
issuance of $434.5 million from new bond referenda to beisubmitttiforivoteriapbrival at the Novemberi2006
an-i2008 elections.
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FY 2007 - FY 2011 Capital Funding
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This capital plan addresses the Governor's desire to continue targeting current resources to infrastructure needs
in the state. In order to maintain state-owned property, ensure the safety of those who use these buildings and
preserve the value of the properties, the Governor recommends $24.8 million in FY 2007 from current
revenues in the Rhode Island Capital Plan Fund for asset protection projects. Under the Governor’s plan, over
$274.5 million will be dedicated from this fund over the next five years to infrastructure needs.

The Governor believes that the development of a symbiotic relationship between the Life Sciences Center at
URI and the medical institutions in Providence will provide the state with a competitive advantage in the
biotechnology area and allow for future expansion of this industry in the state. The Governor’s capital
budget reflects construction of a $50.0 million Center for Biotechnology and Life Sciences at the University
of Rhode Island, approved by the voters in November 2004, to serve as a complement to the established
medical research center that already exists in Providence. In addition to the BioSciences Center previously
approved by the voters, the Governor recommends a $140.0 million referenda in November 2006 to
provide funds to construct a Life Sciences Complex at the University of Rhode Island, including new
Pharmacy, Nursing and Chemistry facilities. General obligation bonds are also recommended for fire
code and HVAC improvements at the Community College of Rhode Island ($3.4 million) and for road
and parking lot improvements at Rhode Island College ($4.6 million). Also, the Governor’s Technology
Initiative to be funded with proceeds from certificates of participation will provide technology and
equipment that will significantly enhance the students learning in the laboratory setting.
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The Governor's recommendations also reflect the significant planned investment in Higher Education
through the inclusion of $64.0 million in bond expenditures, approved in November 2004, to upgrade
residence halls and academic facilities. In November 2000, Rhode Island voters approved a new referendum
authorizing the expenditure of $36.95 million for dormitory renovations at the University of Rhode Island
and Rhode Island College and the construction of a new Community College of Rhode Island campus in
Newport. These projects are fully programmed in the Governor’s five-year plan.

In the economic development area, the Governor recommends the expenditure of $48.0 million approved by
the voters in November 2004 to fund continuing improvements at the Quonset Point/Davisville Industrial
Park. In addition, the Governor is recommending general revenue funding of $200,000 in the FY 2006
budget for continued planning efforts to develop a Marine BioScience Research and Business Park at
Quonset Point.

The capital plan includes issuance of bonds authorized in November 2002, including funds for a new State
Police Headquarters, a new Municipal Fire Academy, grants to the Heritage Harbor Museum and Roger
Williams Park, and a new grant program for capital improvements at museums and cultural art centers.

The environment continues to be a high priority of the Governor. The capital improvement plan includes the
issuance of the $34.0 million of Environmental Management bonds authorized in November 2000, and $70.0
million approved in 2004. The Governor recommends a $25.0 million general obligation bond in November
2006 for continued anti-pollution and restoration activities benefiting the Narragansett Bay. These funds will
be used over a multi-year period to preserve open space, protect ground water supplies, and develop and
improve public recreational facilities. The Governor is also recommending general revenue funds over
several years for the remediation of the Rose Hill Superfund site.

Transportation continues to comprise a significant part of Rhode Island's general obligation debt issuance
requirements, reflecting $199.7 million over the five-year period. In addition, the Governor recommends the
expenditure of approximately $324.3 million in GARVEE bonds and $69.6 in Motor Fuel Tax Revenue
bonds for five major transportation projects over the planning horizon. The projects to be funded from these
resources are the [-195 relocation, the replacement of the Sakonnet Bridge, repairs to the Washington
Bridge, the construction of the Rt. 403 Quonset Access Road and the completion of the Freight Rail
Improvement Project.

The Governor’s Capital Budget is within the recommended debt guidelines set by the Public Finance
Management Board. The Capital Budget, a comprehensive document which is part of the consolidated
operating and capital budget required by law, compares the projected debt ratios resulting from the
Governor’s recommended Capital Budget to these guidelines. As can be seen in the section entitled “Tax
Supported Debt Burden” of that document, the recommended Capital Budget projects a ratio of debt to
personal income which is well within the recommended 5.0 to 6.0 percent guideline, decreasing from 8.4
percent in FY 1994 to 3.93 percent in FY 2007, and further to 3.38 percent in FY 2011. The projected
ratio of debt service to general revenues is also within the recommended guideline of 7.5 percent.

The capital plan shows that net tax supported debt is projected to be $1.698 billion by FY 2011. This would
be a reduction of almost $186.0 million from the FY 1994 high of $1.884 billion. As of June 30, 2005, the
State had net tax supported debt of $1.389 billion. From FY 2007 to FY 2011, $715.2 million of new tax
supported debt will be issued, while $560.2 million of outstanding and new debt will be retired.

As shown on the graph below, net tax supported debt has declined significantly. The dip in FY 2003 reflects
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the fact that the issuance of general obligation bonds for FY 2004 projects and certificates of participation for
two projects were not executed prior to June 30, 2003.
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The Governor’s recommended FY 2006 Capital and Operating Budgets reflect debt reduction during FY
2002 using proceeds from the Tobacco Securitization Bonds to defease $247.6 million of debt ($295.5
million reflecting the accreted value of capital appreciation bonds). This defeasance of outstanding
general obligation debt and certificates of participation, using the proceeds of bonds which are not
considered state debt, resulted in a significant reduction in Rhode Island’s net tax supported debt position.
The use of these accelerated Tobacco Settlement resources accelerated the trend of reducing net tax
supported debt beyond that which had been displayed in previous Capital Budgets.

The reduction in state debt of $247.6 million at the end of FY 2002 resulted in significant improvement in the
state’s debt position compared to that which would have resulted without use of the proceeds from Tobacco
Securitization for defeasance. According to the 2005 "Moody's Medians," Rhode Island's net tax-supported
debt as a percent of personal income of 4.3 percent in 2005 ranks fifteenth in the nation. (Due to slight
variations in calculation methods and timing, the state’s number varies from Moody’s. Moody’s medians for
2005 reflect net tax supported debt as of calendar 2004). The national median is 2.4 percent of net tax
supported debt as a percent of personal income. From FY 2004 to FY 2005, the national median remained at
2.4 percent, while Rhode Island’s decreased from 4.4 percent to 4.3 percent. This resulted in a movement to
the fifteenth place from twelfth place in Rhode Island’s ranking released by Moody’s in 2004, so Rhode
Island’s relative position also continues to improve. This was the eighth straight year of improvement, a
record no other state holds. In 1996, Rhode Island ranked third with a ratio of 8.5 percent. In 1984, Rhode
Island ranked twenty-fifth in the nation with a ratio of 2.4 percent. The Governor's recommended capital
budget will result in improvement in the state's ratio of debt as a percentage of personal income, which is
expected to decline from 8.18 percent at the end of FY 1995 to 3.93 percent at the end of FY 2007, to 3.38
percent in FY 2011.
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Projected Debt Ratio
Debt As Percentage of Personal Income
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The Governor's proposed Capital Improvement Plan for FY 2007 - FY 2011 reflects the ninth year in a
comprehensive, yet affordable, asset protection program that will result in the dedication of over $274.5
million of current revenues towards preserving Rhode Island’s buildings and other assets over the next five
years. The multi-year plan of dedicating increased resources towards pay-as-you-go capital projects was
modified in past fiscal years to address operating budget deficits and resulted in numerous planned capital
projects being deferred. The Governor’s FY 2007 recommended budget funds some of these deferred
projects, but defers many until resources are more abundant.

RI Capital Plan Funds
Debt Project Percent
Service Expenditures for Projects
FY 1994 .0 2 0%
FY 1995 325 9 2.7%
FY 1996 29.3 T 2.2%
FY 1997 333 5 1.5%
FY 1998 26.8 2.9 9.8%
FY 1999 24.1 11.7 32.7%
FY 2000 14.0 19.8 58.8%
FY 2001 7.4 22.7 75.4%
FY 2002 315 44.8 58.8%
FY 2003 271 19.3 41.6%
FY 2004 323 16.5 33.8%
FY 2005 18.8 28.0 59.8%
FY 2006 41.7 47.9* 53.5%
FY 2007 39.0 24.8 38.9%
* Includes funding reappropriated from FY 2005
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The Governor recommends debt service funding from all sources of $236.9 million for debt and other long
term obligations, including: $97.6 million for general obligation debt service, $19.5 million for Rhode Island
Refunding Bond Authority (formerly RIPBA) obligations, $20.8 million for the Convention Center
obligation, $9.6 million for motor fuel debt service, $44.5 for federally funded GARVEE debt service, $26.6
million for certificates of participation and long-term obligations, $11.5 million for Higher Education non-
general obligation debt, and $6.0 million for performance-based obligations. A detailed description of these
obligations can be found in the capital budget document, and the long-term projections are shown in the chart
below:
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The projection of capital project disbursements and debt service costs reflects updated debt service
projections as included in the FY 2007 — FY 2011 Capital Improvement Plan. General revenue funded
debt service on all tax supported obligations is projected to rise from $94.1 million in FY 2007 to $143.1
million in FY 2011. The plan calls for the issuance of general obligation bonds in FY 2007 of $137
million, $120 million in FY2008-FY2010 and $100 million thereafter. It is assumed that interest on the
general obligation bonds issued will be 5.0 percent for twenty year fixed rate debt, and 4.0 percent for
outstanding variable rate debt. It reflects the diminishing benefit of the debt service savings resulting
from the debt defeasance using tobacco securitization proceeds.

The projected general revenue requirements for debt service are dependent upon the allocation of debt service
costs to other sources of funds. In FY 2002 through FY 2007, budget recommendations to defer some
capital projects provided budgetary relief but result in a structural imbalance in FY 2008 when those
funds are redirected to capital projects rather than debt service. The projection assumes that Rhode Island
Capital Plan funding for debt service will decrease from $41.6 million in FY 20006 to $38.9 million in FY
2008. In FY 2008 and thereafter, zero debt service will be funded from the Rhode Island Capital Plan funds.
This, combined with new general obligation bond issuance, results in increased general revenue
appropriations for debt service of $27.7 million from FY 2007 to FY 2011. Disbursements for capital projects
are reflected as Rhode Island Capital Plan Fund expenditures, not general revenue, and therefore are not
reflected in the five-year report as operating costs.
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It is assumed that the Department of Transportation general obligation debt service funded by gas tax
revenues in FY 2007 through FY 2011 will total $36.7 million, $37.3 million, $41.3 million, $44.4
million, and $44.7 million. It is assumed that the two cents of the gas tax dedicated to Motor Fuel bonds
issued by EDC is equal to approximately $9.6 million annually. It is assumed that the Rhode Island Public
Transit Authority debt service funded by gas tax revenues in FY 2007 through FY 2011 will total $0.7
million in FY 2007, $0.8 million in FY 2008, and $0.9 million in FY 2009. It reflects the issuance of
$20.48 million in FY 2007, and $40.0 million in FY 2008 — FY 2011 for the Department of
Transportation. It reflects issuance of $1.54 million, $0.6 million, and $0.5 million in FY 2007 to FY
2009 for the Rhode Island Public Transit Authority.

Obligations for McCoy Stadium are estimated at 2.5 percent, offsetting the more conservative estimate of
variable rates to be incurred on the State’s general obligation bond (4 percent). Obligations arising from
the Varley Rehabilitation ($20.5 million), and the School for the Deaf ($31.2 million) are assumed to be
financed by general revenues, and interest is assumed at 5.0 percent. Debt from the Innovative
Technology Initiative ($65.2 million) is assumed to be amortized over ten years, and a rate of 4.5 percent
is assumed. Debt service costs for these projects increase from $0.9 million in FY 2007, which reflects
only partial interest, to $12.4 million in FY 2011, an increase of $11.4 million. Additionally, the debt
financing for the FY 2006 requirements for the Neighborhood Opportunities Program adds $1.5 million
of debt service. Rhode Island Refunding Bond Authority costs are $20.3 million lower in FY 2011
compared to FY 2007 due to final amortization of outstanding PBA debt.

The obligations arising from performance-based contracts between the Rhode Island Economic
Development Corporation and private entities are projected to result in state appropriations due to the
projected achievement of performance targets. The FY 2007 forecast includes $2,488,000 for Fidelity,
zero for Fleet, and $3.7 million for Providence Place Mall. In FY 2008 and thereafter, it assumes the
Fidelity T and Providence Place Mall obligations are funded at the maximum level of $2.5 million and
$3.6 million, respectively. The forecast assumes no requirement for the Fleet obligation or the second
Fidelity transaction, which if earned would total approximately $0.3 million and $0.9 million
respectively.
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General Government

Summary

General Government includes agencies that provide general administrative services to all other state
agencies, and those that perform state licensure and regulatory functions. It includes: most elected
officials, including the Governor, Lieutenant Governor, General Treasurer, and the Legislature;
administrative agencies, including the Department of Administration, the Department of Labor and
Training, and the Board of Elections; and regulatory agencies, including the Department of Business
Regulation and the Public Utilities Commission. The Governor recommends 2,463.6 FTE positions in FY
2006 and 2,650.4 FTE positions in FY 2007 within general government agencies. The FY 2007
authorization includes a withdrawal of 76.1 FTE pursuant to the reduction in force initiative.

The FY 2006 revised budget for General Government agencies totals $1.365 billion, including $515.0
million in general revenues, $76.8 million in federal funds, $62.3 million in restricted receipts, and $710.7
million in other funds. The revised budget from all fund sources for General Government agencies is
$231.9 million, or 20.5 percent, more than the FY 2006 enacted budget of $1.133 billion. Of the $1.365
billion recommended for FY 2006, $443.7 million is for grants and benefits, $303.0 million is for
operating, $241.3 million is for local aid, $199.3 million is for personnel, and $177.4 million is for
capital.

General revenue expenditures for General Government agencies decrease in FY 2006 by $18.1 million, or
3.4 percent, as compared to enacted levels. This decrease is primarily associated with the Department of
Administration of $22.7 million, reflecting the reallocation of payroll reserve appropriations reallocated
to agencies statewide for the negotiated employee cost of living adjustment. Offsetting increases in the
Legislature ($3.7 million), the Secretary of State ($446,342), the Department of Labor and Training
($264,223) and the Office of the Governor ($240,673) all include the positive value of this reallocation,
plus other items. The increase for the Legislature includes the mandatory reappropriation of $2.5 million
in appropriation balances from FY 2005. The increase in the Secretary of State is primarily attributable to
cost of living adjustments and relocation costs. The primary cause of the change in the Department of
Labor and Training is increased Police and Firefighter relief payments and statewide energy costs. The
increase in the Office of the Governor is for statewide salary and benefit adjustments.

Federal funds increase by $18.7 million, or 32.1 percent, from enacted FY 2006 appropriations.
Additional federal expenditures in the Department of Labor and Training ($7.3 million), the Secretary of
State ($5.3 million), the Department of Administration ($5.3 million), and the General Treasurer
($838,839) account for most of the increase. Expenditures in the Department of Labor and Training
increase due to revised grant awards for the Workforce Development Program of $5.5 million and
increases in Trade Readjustment Act benefits. The increase in the Secretary of State occurs primarily as a
result of Help America Vote Act (HAVA) mandates implemented ahead of schedule. The increase in the
General Treasurer occurs due to additional grant funding for the Crime Victims Compensation Program.

These increases are offset by a decrease of $57,754 in the Board of Elections due to changes in the
Optical Scan Voting Equipment contract.

Restricted receipts increase by $3.1 million, or 5.3 percent, compared to enacted FY 2006 appropriations.
The increases are primarily in the General Treasurer ($6.7 million) for increased revenue in the
Unclaimed Property Program and the Department of Labor and Training ($1.9 million), which is
primarily due to an increase in the Injured Workers’ Services Program. These increases are offset by a
reduction in the Department of Administration of $5.8 million attributable to debt service reimbursements
by the Convention Center Authority.
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An increase of $228.2 million in other fund expenditures from the enacted budget is primarily due to
increases in the Department of Administration ($224.8 million), the General Treasurer ($2.1 million) and
the Department of Labor and Training ($1.2 million). The increase in the Department of Administration
is primarily due to the inclusion of a new Lottery Division and debt service adjustments. The increase in
the General Treasurer finances the final phase of the Employees Retirement System of Rhode Island
(ERSRI) Anchor information technology initiative. The increase in the Department of Labor and
Training is for the Income Support program.

For FY 2007, the Governor recommends expenditures of $1.345 billion for General Government
programs. The programs are financed with $513.9 million of general revenues, $63.2 million of federal
funds, $54.5 million of restricted receipts, and $713.8 million of other funds. The FY 2007
recommendation for General Government agencies is $19.5 million, or 1.4 percent, less than the FY 2006
revised level.

How it is Financed

Federal Grants
General Revenue (4.7%)
(38.2%)
Restricted Receipts

(4.1%)

Other Funds
(53.1%)

Of the $1.345 billion recommended for FY 2007, $444.8 million is for grants and benefits, $303.8 million
is for operating, $256.2 million is for local aid, $188.7 million is capital, and $151.8 million is personnel.
The General Government function represents 20.5 percent of the total budget for Rhode Island.
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How it is Spent

Capital (0.4%)
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General revenue funding for General Government agencies in FY 2007 decreases by $1.1 million, or 2.2
percent, from the FY 2006 revised level. This decrease is in the Department of Administration ($4.7 million)
as a result of various personnel reforms and the in Legislature ($370,528). The decrease in the Legislature
occurs because of a reduction of $2.5 million in reappropriations that are not repeated in FY 2007, offset by
statewide salary and benefit adjustments. This is primarily offset by increases in the Board of Elections
($2.3 million), the Department of Business Regulation ($720,778), Secretary of State ($411,778), the Office
of the Governor ($190,847), and the General Treasurer ($189,214). The increases in the Board of Elections
and the Secretary of State include costs for Primary and General elections. The increases in the General
Treasurer and the Department of Business Regulation result from statewide salary and benefit adjustments.

In FY 2007, federal funds in General Government agencies decrease by $13.6 million, or 17.7 percent,
from the FY 2006 revised level. The change results from decreases in the Secretary of State ($4.2
million), the Department of Administration ($4.0 million), the Department of Labor and Training ($3.9
million), the General Treasurer ($1.3 million), and the Board of Elections ($210,219). The decrease in
the Secretary of State is due to HAVA mandates being implemented in FY 2006. Federal funds decrease
in the Department of Administration due to various personnel reforms. The decrease in the Department of
Labor and Training occurs due to a reduction in Workforce Development Services expenditures. The
decrease in the General Treasurer is in the Crime Victims Compensation program due to an expected
reduction in Station Fire claims. The decrease in the Board of Elections relates to the final payment of the
State’s Optical Scan Voting Equipment lease purchase.
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Restricted receipt funding in FY 2007 decreases by $7.8 million, or 12.5 percent in FY 2007, of which
$8.5 million is associated with the General Treasurer, as a result of decrease in Unclaimed Property
revenue and $1.2 million is associated with the Department of Administration due to personnel reforms.
The decreases are primarily offset by increases in the Department of Labor and Training ($1.4 million)
for Human Resource Investment Council expenditures and the Public Utilities Commission ($267,051)
for statewide personnel adjustments.

For FY 2007, other funds expenditures increase by $3.1 million, or 0.4 percent, due to an increase of $8.6
million in the Department of Labor and Training, which includes $5.1 million for Temporary Disability
Insurance and $2.3 million for Employment Security Trust Fund expenditures. This increase is offset by
decreases in the Department of Administration ($4.8 million) resulting from debt service and personnel
savings and the General Treasurer ($818,536) due to the ERSRI’s completion of the final implementation
phase of the Anchor information technology system.
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Department of Administration

The Governor recommends revised appropriations of $794.6 million in FY 2006 for the Department of
Administration. This includes $446.6 million in general revenues, $31.2 million in federal funds, $4.3
million in restricted receipts, and $312.5 million in other funds.

The revised FY 2006 budget is $201.6 million greater than the enacted budget. This net increase is
comprised of a decrease in general revenue appropriations of $22.7 million, an increase in federal funds
of $5.3 million, a decrease in restricted receipts of $5.8 million, and an increase in other funds of $224.8
million, reflecting primarily the inclusion of the Lottery fund’s expenditures within the Department of
Administration.

Reappropriation of funds from FY 2005 results in an increase of $9.5 million in general revenue funding
in FY 2006. This includes $7.1 million for the Salary Adjustment Fund, $936,662 for the Renewable
Energy Program, $493,481 for the Technology Initiatives Fund, $179,133 for the Governor’s
Contingency Fund and $161,245 for the Housing Resources Commission.

The net reduction in general revenue appropriations includes a $40.1 million decrease in the Salary
Adjustment Fund. This fund included enacted and reappropriated funding to support the cost of living
adjustment provided to state employees for FY 2005 and FY 2006, which are reallocated to the respective
agency appropriations in the revised FY 2006 budget. Offsetting this reduction is an increase of $1.7
million relating to Pension Reform savings, which has also been reallocated to individual agency budgets.

Debt service adjustments account for the next most significant change in funding in the revised budget.
General revenue debt service decreases by $10.3 million, whereas debt service from federal funds
increases by $54,318, restricted receipts decreases by $5.6 million and other funds increases by $11.4
million. General revenue debt service decreases as a result of several factors. First, $7.3 million of the
reduction results from a shift of debt service to the Rhode Island Capital Plan Fund. Second, revised debt
service requirements for Convention Center Authority debt, due to the defeasance of outstanding bonds
with proceeds from the sale of the Westin Hotel, results in savings of $1.6 million. Third, projected
savings from the refunding of outstanding debt total $1.3 million. Fourth, savings on debt issued in FY
2005 totals $458,518 due to lower interest rates and principal amortization. Finally, additional funding of
$475,000 is recommended for projected interest costs on funds borrowed by the General Fund from the
Temporary Disability Insurance Fund during FY 2006.

Other funds debt service increases primarily as a result of the shift from general revenue to the RI Capital
Plan Fund, as described above. In addition, corrected debt service costs for various Higher Education
projects, including the Ryan Center and the Boss Arena, are reflected in the FY 2006 revised budget,
resulting in an increase of $4.0 million over the enacted funding level. Restricted receipt debt service
decreases primarily due to the elimination of funding from the Convention Center Authority previously
received by the state as an offset to debt service on the Authority’s bonds. These funds are no longer
required as a result of the debt defeasance described above.

Local aid funding increases in the revised FY 2006 Budget by $6.8 million. This includes an increase of
$5.6 million in the Motor Vehicle Excise Tax Phase-out Program, which is required to provide full
funding for this program based upon the latest tax roll data provided by cities and towns. Distressed
Communities Relief Aid increases by a total of $1.3 million, which is comprised of $700,000 from
increased receipts estimated from the Real Estate Conveyance Tax and $550,000 from anticipated Video
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Lottery Terminal revenues earmarked for this aid program. The General Revenue Sharing program also
receives an additional $275,000 from anticipated Video Lottery Terminal revenues, which is offset by a
reduction of $648,907 based upon final audited FY 2004 tax revenues, upon which this aid is based.

The Governor recommends net additional funding of $3.3 million for the reconstituted program to
implement a statewide, integrated financial management information system. The new program, known as
RI-FANS (Rhode Island Financial Accounting Network System), will focus in FY 2006 on the
development and implementation of new Purchasing/ “Procure-to-Pay” system, and a new integrated
budgeting system, for a planned implementation for FY 2007.

Additional funding of $698,681 is recommended for the retiree health subsidy for retired state employees
and teachers. This increase is based upon actual year-to-date disbursements projected for the balance of
this fiscal year.

The Governor recommends funding of $474,864 for payment of interest on overdue taxes to the Internal
Revenue Service and both the employee and employer share of Federal Insurance Contribution Act
(FICA) taxes. These payments are the result of the state failing to record the fair market value of health
insurance benefits extended to qualified domestic partners of state employees as imputed income to the
employees. As a result, state employee income was understated and the state employee, due to federal
law, has incurred a federal and state income tax liability. The state has agreed to pay the interest
associated with the unpaid taxes and the FICA taxes due on behalf of state employees, who will then only
be responsible for paying the principal amount of taxes due to federal and state governments.

The Housing Resources Commission is transferred within the Department of Administration budget from
the General program to the new Office of Housing and Development subprogram in the Planning
program. Additional funding of $136,000 is recommended in FY 2006 for the continuation of the
Emergency Apartments Program, which makes apartments available to homeless families.

An additional $933,913 is recommended for projected increases in energy and utility costs. Also, under
the State Energy Office, additional funding of $592,430 is recommended based upon new funding
received from utility companies by the office for Demand Side Management. A reduction of $500,000 is
recommended in the Renewable Energy Program based upon projected cash flow requirements on current
commitments in FY 2006.

Federal funds increase by $5.3 million, including approximately $1.3 million in additional funds in the
State Energy Office and $1.7 million in the Community Development Block Grant program. Restricted
receipt funding decreases by $5.8 million as a result of the elimination of reimbursements from the
Convention Center Authority previously received by the state as an offset to debt service on the
Authority’s bonds, as described above.

Excluding debt service changes described above, other funds increase by $213.4 million. The largest
change in this area is the inclusion of the new Lottery Division, which results in an increase of $210.3
million. Legislation enacted during the 2005 General Assembly eliminated the Lottery Commission and
created a new Lottery Division within the Department of Administration. The FY 2006 enacted budget,
however, did not reflect the creation of this new division, nor was funding associated with the division
included in the enacted appropriations. The revised FY 2006 budget incorporates the funding and FTE
positions associated with the Lottery Division into the Department of Administration. The other major
change in other funds is a $2.4 million increase in funding for capital projects funded from the Rhode
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Island Capital Plan Fund, which primarily consists of reappropriated funding from FY 2005.

The Governor recommends a total of 1,269.9 FTE positions in the revised FY 2006 budget, an increase of
69.5 FTE positions from the enacted level of 1,200.4 FTE. The majority of this increase is the result of
the integration of the Lottery Division into the Department of Administration, which encompasses 64.5
FTE positions. Three FTE positions are transferred from other state agencies as a result of the Governor’s
Executive Order 05-11 establishing Human Resources Service Centers. One FTE position is transferred
from the Department of Human Services as part of the consolidation of Capital Projects and Property
Management. Finally, two new Capitol Police officer positions are recommended to staff the new Kent
County Courthouse upon its opening during FY 2006.

The Governor recommends total expenditures for FY 2007 of $780.0 million for the Department of
Administration. This includes $442.0 million in general revenues, $27.1 million in federal funds, $3.1
million in restricted receipts, and $307.8 million in other funds. Overall, this represents a decrease of
$14.6 million from the revised FY 2006 budget. General revenue funds decrease by $4.7 million, federal
funds decrease by $4.0 million, restricted receipts decrease by $1.2 million and other funds decrease by
$4.7 million.

These changes in funding include an all funds reduction of $49.8 million for various personnel reform
initiatives included in the FY 2007 budget, as described in more detail in the Overview section of the
Executive Summary. These savings would be assigned to all agencies, but are budgeted as a discrete item
in the Department of Administration, pending approval of legislation and the budget by the General
Assembly. Excluding these personnel reform reductions, general revenue funding in the Department of
Administration is increasing $37.1 million, federal funds decrease by $175,279, restricted receipts
decrease by $385,296, and other funds decrease $1.4 million.

The FY 2006 Budget incorporated a major reorganization of the Department of Administration, including
the creation of several new programs in accordance with Executive Orders issued by Governor Carcieri in
2004. The FY 2007 Budget continues the process begun in FY 2006 with the creation of two new Internal
Service Funds to continue the consolidation of Facilities Management and implement the consolidation of
Human Resources functions. The Facilities Management program within the Department of
Administration was established in the FY 2006 enacted budget and primarily involved the reorganization
of units within the Department. The FY 2007 Budget continues the plan outlined in the Governor’s
Executive Order to consolidate the maintenance and repair functions for various state-owned facilities
under one central organization. This is accomplished through the transfer of staff from various state
agencies into the newly created Facilities Management Internal Service Fund, which will then bill user
agencies for services provided.

A new Executive Order (05-11) issued by the Governor in 2005 establishes four Human Resources
Service Centers within the Department of Administration. These service centers will operate as an
Internal Service Fund and will bill user agencies for the various human resource services, such as payroll,
personnel, labor relations, training, etc. These new centers will serve agencies by functional area and be
staffed by personnel transferred from various state agencies. Because these new organizations are
established as an Internal Service Fund, funding is not part of the proposed operating budget of the
department, but rather is budgeted in the various user agencies in discrete expenditure codes, which will
be charged as services are provided during the fiscal year.

General revenue funded debt service, which is entirely budgeted within the Department of
Administration, increases from $72.9 million in the revised FY 2006 budget to $91.5 million in the FY
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2007 recommendation. This increase is the net result of several factors. First, there is a shift of $2.7
million of debt service costs from the RI Capital Plan Fund (RICAP) to general revenue funds. Second, a
net increase of $3.7 million for projected new general obligation bond issuances in FY 2007 and changes
in debt service owed on outstanding bonds. Third, an increase of $2.6 million is recommended for
Refunding Bond Authority debt, reflecting the reduction in savings achieved from prior year refundings.
Fourth, an increase of $3.8 million is budgeted for debt service on Certificates of Participation issues,
including the recently issued COPS for the Traffic Tribunal and the Department of Children, Youth and
Families’ Training School. Finally, other general revenue debt service increases by $5.9 million,
primarily attributable to the anticipated debt issuance by the Convention Center Authority for renovation
of the Dunkin Donuts Center and an additional $7.5 million financing for the Neighborhood
Opportunities program.

The Governor recommends a total increase for state aid programs of $14.5 million. General Revenue
Sharing is recommended at $65.2 million, an increase of $212,500 over the revised FY 2006 budget. The
Governor proposes to amend the current General Revenue Sharing statute to fix the distribution level for
FY 2007 equal to the amount appropriated. Funding of $487,500 from anticipated proceeds from Video
Lottery Terminal revenue is included in the total funding for this program.

The Distressed Communities Relief Program is fully funded at $11.7 million, an increase of $525,000
over the revised FY 2006 budget. Funding of $975,000 from anticipated proceeds from Video Lottery
Terminal revenue is included in the total funding for this program.

The Payment-in-Lieu-of-Taxes (PILOT) program is fully funded at $29.0 million, an increase of $2.0
million from the revised FY 2007 budget. State Library Aid is also fully funded at $8.7 million to
reimburse local libraries for twenty-five percent of FY 2005 expenditures from local appropriations and
endowment funds. Library Construction Aid will increase to $2.7 million to fully fund projected FY 2007
payments for current commitments.

The Governor recommends funding for the Motor Vehicle Excise Tax Phase-out program of $129.1
million, an increase of $11.2 million over the revised FY 2006 budget. Funding of $6,093,500 from
Video Lottery Terminal revenue is included in the total funding for this program. The legislation
earmarking these VLT revenues to the phase-out program requires that this funding be sufficient to
achieve an additional $500 exemption before being committed to this program. The estimated
requirement to achieve an additional $500 exemption is $7.5 million, thus the VLT revenues would not be
sufficient to meet the required funding level to authorize the next exemption level. The Governor,
however, recommends supplementing the VLT revenues with the additional funds necessary to increase
the exemption level from $5,000 to $5.500 in FY 2007.

The Governor proposes to eliminate the Municipal Police and Fireman Incentive Pay program for savings
of $1.1 million in FY 2007.

As in the FY 2006-revised budget, additional funding is required in FY 2007 for the retiree health subsidy

for retired state employees and teachers. An increase of $850,000 is recommended above the revised FY
2006 funding level, bringing total funding for this program to $9.5 million.

The Governor proposes to continue funding of $7.5 million for the Neighborhood Opportunities
affordable housing program and recommends that this funding be provided by a financing through the
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Rhode Island Housing Mortgage Finance Corporation, with the State financing the associated debt service
costs. This will bring funding for this program since its inception to $35.0 million.

The Governor’s Budget Act includes language to finance an emergency supplement to the federally
financed Low Income Energy Assistance program. Statutory language would direct the Public Utilities
Commission to modify its order of November 15, 2005 concerning distribution of settlement proceeds by
the Narragansett Electric Company. The current order directs $10.5 million of settlement proceeds be
rebated to consumers via distribution rate credits in FY 2006, and requires the $6.0 million settlement
balance to be held in interest bearing account for future disposition for the benefit of the ratepayers. The
Governor proposes to dedicate $3.0 million of the settlement in State Fiscal Year 2006 by ordering the
Company to transmit $3.0 million to the state Heating Energy Assistance Program, for distribution
pursuant to program guidelines. This transaction is not recorded in proposed state appropriations, which
would be modified upon enactment of the legislation, either as restricted revenues or general revenue
receipts.

The Governor is recommending level funding for most of the economic development initiatives included
in the FY 2006 budget, This includes $3.0 million for the Slater Technology Fund, $200,000 to continue
efforts for a Marine BioScience Research and Business Park at the Quonset Point/Davisville Industrial
Park, $200,000 for the Science and Technology Council and new funding of $100,000 for the Business
Innovation Factory. New funding of $1.5 million is also recommended to finance a state match for the
Experimental Program to Stimulate Competitive Research (EPSCoR), a National Science Foundation
grant program. Funding for this program was included in the FY 2005 enacted budget, but the consortium
of schools that applied for the EPSCoR grant did not receive an award. However, the most recent
application by these educational institutions, including the University of Rhode Island and Brown
University, has been approved and the consortium will receive a grant under this program.

The Governor recommends funding of $5.6 million for continuing implementation of the statewide
financial information system, RI-FANS. During FY 2007, this project will focus on implementation of
several additional modules of the Oracle Financial Suite including Projects and Grants, Cash
Management, Human Resources/Benefits, and a self-service human resources system.

The Governor recommends closing all Registry of Motor Vehicle branches, except for the main Registry
location. Currently, branch offices are maintained on a full or part-time basis in West Warwick,
Wakefield, Woonsocket, Warwick, Westerly, Middletown and Warren, although only the Warren branch
is required by law. This action will result in personnel savings from the elimination of 17.5 FTE positions
and operational savings primarily from rent. Also recommended in the FY 2007 budget is a reduction in
the School Bus and Public Plate Inspection Unit within the Registry of Motor Vehicles. This unit
currently inspects all school buses and all public plated vehicles. Under current law, the state is required
to make sure these vehicles are inspected, but is not required to perform the inspections directly. This
proposal would require school buses and other public plated vehicles to be inspected by authored
inspection stations in the state and for reports of such inspections to be filed with the Registry, which in
turn provides such reports to local school districts. This action will result in personnel savings from the
elimination of 8.0 FTE positions.

The Governor recommends a total of 1,529.9 FTE positions in the FY 2007 budget, an increase of 260.0
FTE positions from the revised FY 2006 level. The increase is the result of the continuation of several
consolidations begun during FY 2006 and new consolidations resulting from Executive Orders issued by
Governor Carcieri. First, the establishment of the new Facilities Management Internal Service Fund
results in the transfer of 120.0 FTE positions from various agencies to the Department of Administration.
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Second, the establishment of the new Human Resources Service Centers results in the transfer of 101.0
FTE positions. As part of the FY 2006 enacted budget, certain non-union information technology
positions were transferred to the Department. The FY 2007 budget continues this consolidation by
transferring an additional of 93.0 FTE positions from other state agencies. In addition, the Governor
recommends 5.0 new FTE positions for the Information Technology program in order to reduce the use of
more costly vendors for various technology projects.

Other personnel changes include the reduction in FTE positions in the Registry of Motor Vehicles, as
described above, a transfer of one position from the Department of Human Services to the Office of
Housing and Community Development, three new Sheriff positions to staff the new Kent County
Courthouse and two new FTE positions to support the Retiree Health Trust Fund. FTE reductions of 46.5
FTE are also recognized pursuant to the Governor’s Reduction in Force proposal.

Department of Business Regulation

The Governor recommends a revised FY 2006 budget of $11.3 million for the Department of Business
Regulation, including $10.5 million in general revenue and $794,096 in restricted receipts. General
revenues decrease $4,340 from the enacted level, reflecting net personnel and operating adjustments for
increased vacancy savings, midyear reductions, cost of living and fringe benefits increases, and operating
increases. The Governor recommends 110.0 FTE positions in FY 2006, consistent with the enacted
authorization.

The Governor recommends total expenditures of $12.1 million for the Department of Business Regulation
in FY 2007. This includes $11.3 million from general revenue and $805,358 from restricted receipts, and
fully finances current operations of the agency. General revenue funds increase $720,778 from the FY
2006 revised level, for cost of living and fringe benefits adjustments. The Governor recommends a total
of 102.7 FTE positions in FY 2007, which is 7.3 less than the FY 2006 level. The reduction includes the
transfer of 1.0 FTE as part of the Human Resource Rotary, the transfer of the Deputy Director to the
Department of Administration, and a withdrawal of 5.3 FTE as part of the reduction in force initiative
recorded in the Department of Administration’ s budgeted totals.

Department of Labor and Training

The Governor recommends revised FY 2006 expenditures of $456.6 million for the Department of Labor
and Training, including $7.7 million in general revenue, $35.9 million in federal funds, $22.6 million in
restricted receipts, and $390.5 million in other funds. The revised budget is an increase of $10.4 million
over the enacted budget, and includes $264,223 more general revenues, $7.3 million more federal funds,
$1.9 million more restricted receipts, and $1.2 million more other funds. The increase in general revenue is
due primarily to increases in Police and Firefighter relief payments and statewide energy costs. A majority of
the federal fund increase is related to increased grant awards for Workforce Development and training
programs. Most of the additional restricted receipt expenditures are for the Injured Workers’ Service
program, and the increase in other funds is for the Income Support program.
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By category of expenditure, the FY 2006 revised budget includes increases of $2.0 million for personnel,
$7.5 million for operating cost, and an increase of $1.1 million for capital improvements.  The recent
fund balance trends for both the Employment Security Trust Fund and the Temporary Disability
Insurance (TDI) Trust Fund are shown in the following graphs. It should be noted that Rhode Island’s
Employment Security Fund is in stable condition relative to other states. At the end of 2005, the
Employment Security Trust Fund and TDI Trust Fund had balances of approximately $184.6 million and
$160 million, respectively.

Unemploymentinsurance Fund Activity

1980 - 2005
350

300

250

200

150

100

Millions of Dollars

50

96
98
00
02
04

-50

-100

-150

—Taxes mmmmPayments —o—Balance

77



General Government

Temporary Disibility Insurance Fund Balance
1980 - 2005

Millions of Dollars
o
o
Il
T

80 81 82 83 84 85 86 87 88 89 90 91 92 93 94 95 96 97 98 99 00 01 02 03 04 05

‘:Taxes P ayments —a—Balance ‘

In FY 2007, the Governor recommends expenditures of $462.6 million, including $7.5 million in general
revenue, $32.0 million in federal funds, $24.0 million in restricted receipts, and $399.1 million in other
funds. This is an increase of $5.9 million over the FY 2006 revised budget, and includes $173,190 less
general revenue, $3.9 million less federal funds, $1.4 million more restricted receipts, and $8.6 million
more other funds.

Most of the general revenue reduction is associated with a twenty-five percent reduction in legislative
grants and elimination of the Dislocated Workers program. Other major changes in general revenue
funded expenditures include: a $310,075 increase for salary and benefits, a $182,348 increase for police
and firefighter relief payments, and a $195,670 decrease in capital expenditures.

For FY 2006, the Governor recommends an FTE authorization of 469.7 FTE positions for the Department
of Labor and Training. This is 43.0 FTE positions less than the FY 2006 enacted budget due to the
centralization of human resources (7.0 FTE positions), facilities (9.0 FTE positions), legal (2.0 FTE
positions), and information technology (25.0 FTE positions). In FY 2007, the Governor recommends
467.9 FTE positions which includes 1.8 less FTE positions due to the statewide reduction in force
recorded in the Department of Administration’s budgeted totals.

Legislature
The FY 2006 revised budget recommendation for the Legislature totals $34.0 million, including $32.6

million of general revenues and $1.4 million of restricted receipts. This reflects a general revenue
increase of $3.7 million, or 12.6 percent, over the enacted level. The recommendation recognizes a
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general revenue reappropriation from FY 2005 balances of $2.5 million as mandated by statute, $1.8
million of which is directed toward legislative grants. The revised general revenue recommendation for
FY 2006 reflects statewide adjustments for salary and fringe benefits, and the FTE cap is recommended to
remain at the enacted level of 289.0 for FY 2006.

The FY 2007 budget recommendation for the Legislature totals $33.7 million, of which $32.3 million is
from general revenues, and $1.5 million is from restricted receipts. The general revenue budget for FY
2007 is a decrease of $370,528, or 1.1 percent, from the FY 2006 revised recommendation, primarily due
to a reduction of $2.5 million of reappropriations that are not repeated in FY 2007, offset by statewide
salary and benefit adjustments. Restricted receipts in FY 2007 increase by $79,025 over the FY 2006
revised recommendation, and are comprised mainly of increases in personnel costs. The Governor
recommends 275.2 FTE in FY 2007, which represents a withdrawal of 13.8 FTE pursuant to the reduction
in force initiative recorded in the Department of Administration budgeted totals.

Lieutenant Governor

The Governor recommends general revenue expenditures of $958,767 for FY 2006. This is an increase of
$41,405 over the enacted budget. The Governor recommends $967,512 for FY 2007, an increase of
$8,744 over the FY 2006 expenditures. This recommendation finances current operations for the Office
of Lieutenant Governor. The Governor recommends 10.0 FTE positions in FY 2006 and 9.5 FTE in FY
2007, which includes a 0.5 FTE reduction pursuant to the reduction in force initiative recorded in the
Department of Administration budgeted totals.

Secretary of State

The FY 2006 revised budget for the Secretary of State totals $12.0 million, including $5.2 million in general
revenue, $6.3 million in federal funds and $474,893 in restricted receipts. This represents a general revenue
increase of $446,342 from the enacted level, which is primarily attributable to cost of living adjustments as
well as moving and revised rental costs associated with the relocation of the Corporations division, Elections
& Civics division, and eGovernment and Information Technology divisions. The increase is partially offset
by cyclical cost savings associated with the Primary and General elections, the transfer of the Civics program
to the Elections division, and operating savings in the Administration division which represent current service
level financing.

Federal funds included in the revised budget have increased by $5.3 million primarily as a result of Help
America Vote Act (HAVA) mandates being implemented ahead of schedule. The increase also includes the
transfer of one FTE from the Office of Public Information to HAVA as well as the addition of a new federal
grant award in the State Archives division. Of the $6.0 million in HAVA funds, $3.5 million is for the
purchase and maintenance of Accessible Voting machines, $1.2 million is related to the implementation of the
Central Voter Registry, $1.3 million is for personnel costs, primarily consultant services, and $339,150 is for
relocation costs. As in FY 2006, the FY 2006 revised budget reflects Federal HAV A funding for payments of
the lease and maintenance portions of State's Optical Scan Voting Equipment purchase. FY 2006 will be the
final year for lease payments. The Governor recommends a total of 59.0 FTE positions in FY 2006, consistent
with the enacted authorization.

The Governor recommends total expenditures of $8.3 million in FY 2007, including $5.7 million of
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general revenue, $2.1 of federal funds, and $486,355 million of restricted receipts. The general revenue
recommendation represents an increase of $411,778 from the FY 2006 revised budget recommendation.
This increase primarily reflects cyclical costs associated with the Primary and General elections that have
risen above historical levels as a result of a new contract for ballot printing. Other factors include an
additional year of employee cost of living adjustments, plus adjustments to various statewide employee
benefit rates, a full year of increased rental costs associated with the relocation of divisions in FY 2006
and the printing of the Rhode Island Owner’s Manual.

The increase in general revenue costs is partially offset by an increase of turnover expectancy across the
department and a reduction of $42,000 for the Uniform Commercial Code Computerization project in the
Corporations division. The project was part of a plan to automate current manual processes and to
improve access to public records and the department is expected to allow for electronic UCC filing in FY
2006. The Governor recommends 55.9 positions in FY 2007, which includes a withdrawal of 2.5 FTE
pursuant to the reduction in force initiative included in the Department of Administration’s budgeted
totals.

Office of the General Treasurer

The Governor recommends a revised FY 2006 budget of $39.6 million for the Office of the General
Treasurer. This funding is comprised of $2.8 million in general revenue, $2.3 million in federal funds, $26.8
million in restricted receipts, and $7.6 million in other funds. The revised budget for all funds represents an
increase of $9.6 million, or 31.9 percent. Changes to the enacted budget include $96,016 less in general
revenue, $838,839 more in federal funds, $6.7 million more restricted receipts, and $2.1 million more in
other funds. The Governor recommends 87.5 FTE positions in the revised FY 2006 budget, the same level
as in the enacted FY 2006 budget.

The net decrease in general revenue funding is a result of turnover savings of $157,913 recommended by
the Governor, which is attributable to the significant number of vacancies in the various programs that
comprise the Treasurer’s operations. In addition, the General Treasurer identified current services
savings in personnel of $157,913 as a result of replacing more senior workers upon retirement with less
costly new hires. The savings are offset by increased general revenue costs of $113,518 for cost of living
adjustments, $25,412 in consultant services to assist the Office of the General Treasurer in converting
from RI-SAIL to the Oracle Financial package, and $46,796 in operating costs primarily consisting of
computer equipment purchases.

The revised FY 2006 budget recommends a total increase in federal financing of $838,839 from the
enacted FY 2006 level. Most of this amount is attributable to an increase in the federal grant received by
the Office of the General Treasurer’s Crime Victims Compensation Program based on FY 2005 historical
expenditures. The revised FY 2006 budget recommends an increase in restricted receipts of $6.7 million
from the FY 2006 enacted budget. The increase in restricted receipts is related to increased revenue in the
Unclaimed Property Program (UPP). UPP revenue is the value of property abandoned by residents,
former residents, and non-residents and controlled by a Rhode Island based institution. Updated revenue
projections by the Office of the General Treasurer indicate an increase in these revenues. With respect to
other funds, the Governor recommends an increase of $2.1 million for the Employees Retirement System of
Rhode Island (ERSRI) to pay for the final implementation phase of the ERSRI’s Anchor information
technology initiative.

The Governor recommends total expenditures of $29.2 million for the Office of General Treasurer in FY
2007, including $3.0 million in general revenue, $1.0 million in federal funds, $18.4 million in restricted
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receipts, and $6.8 million in other funds. This includes $189,214 million more general revenue, $1.3 million
less federal funds, $8.4 million less restricted receipts, and $818,536 less other funds. The general revenue
increase of $189,214 from the revised FY 2006 level includes statewide salary and benefit adjustments offset
by personnel efficiency savings and turnover savings. With respect to federal funds, a decline of $1.3 million
is recommended in FY 2007. This decline is in the Crime Victims Compensation program and is due to the
expected reduction in Station Fire claims. The decline of $8.4 million in recommended restricted receipts
expenditures is directly attributable to the decrease in unclaimed property revenue which results in a lower
base upon which to pay claims. The decrease in other funds of $818,536 from the revised FY 2006 level is
due to the ERSRI’s completion of the final implementation phase of the Anchor information technology
system.

The Governor recommends a staffing level of 86.2 FTE in FY 2007, a reduction of 1.3 FTE from the
recommended FY 2006 staffing level of 87.5 FTE. This decrease reflects the Governor’s reduction in force
initiative recorded in the Department of Administration’s budgeted totals.

Boards for Design Professionals

The Governor recommends FY 2006 revised general revenue expenditures of $380,673 for the Boards for
Design Professionals. This represents an increase of $21,157 from the FY 2006 enacted budget, and
reflects statewide changes in fringe benefits and a cost of living increase.

In FY 2007, the Governor recommends expenditures of $394,153 in general revenue funds, an increase of
$13,480 or 3.5 percent from the FY 2006 revised budget due to statewide salary and benefit adjustments.
The Governor recommends 4.0 FTE positions in FY 2006 and 3.8 FTE positions in FY 2007, which
includes a withdrawal of 0.2 FTE pursuant to the reduction in force initiative included in the Department
of Administration’s budgeted totals.

Board of Elections

For FY 2006, the Governor recommends a revised budget of $2.5 million to finance the operating
requirements of the Board of Elections and the requirements of the Help America Vote Act (HAVA), which
includes $1.4 million in general revenue and $1.0 million in federal funds. General revenue expenditures
increase by $12,454 over the enacted level, primarily due to a reappropriation for purchased legal services
rendered in FY 2005, but billed in FY 2006. The general revenue increase is offset by higher turnover
expectancy, and savings resulting from a non-general election year. Federal funds decrease by $57,754 as
compared to the enacted budget, primarily as a result of the expiration and re-negotiation of the State’s
contract for Optical Scan Voting Equipment and a change in the funding of the maintenance contract. The
Board of Elections is working in concert with the Secretary of State's Office to implement the requirements
of the Federal election reform legislation of 2002. As in FY 2005, the FY 2006 revised budget reflects
Federal HAVA funding for the payment of the lease and maintenance portions of State's Optical Scan
Voting Equipment purchase, which are split between the Board and the Office of the Secretary of State. The
Governor recommends 15.0 FTE positions, consistent with the enacted authorization.

The total FY 2007 budget recommendation of $4.6 million finances General Election expenses, and other
operating requirements of the board including $3.8 million in general revenue and $818,900 million in
federal funds. The general revenue increase of $2.3 million over the revised FY 2006 budget includes $2.0
million for Public Financing of General Elections, and a total of $291,129 related to temporary staffing,
printing, and other General Election related costs. The Federal HAVA funding decrease of $210,219 from
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the revised FY 2006 budget primarily relates to savings from the FY 2006 final payment of the State's
Optical Scan Voting Equipment Lease purchase, partially offset by increased legal services and management
and audit costs of the General Elections. The Governor recommends 14.3 FTE positions in FY 2007, which
includes a withdrawal of 0.7 FTE pursuant to the reduction in force initiative included in the Department of
Administration’s budgeted totals.

Rhode Island Ethics Commission

The Governor recommends a revised FY 2006 budget for the Rhode Island Ethics Commission of $1.2
million composed entirely of general revenue expenditures. This is $16,064 less than the FY 2006 enacted
level as a result of personnel savings. Increases of $49,802 for cost of living adjustments and $18,449 to
maintain the current level of operations are offset by savings of $49,939 due to vacancies and $34,376 for
expected decrease in need for legal or contracted expenses.

In FY 2007, the Governor recommends general revenue expenditures of $1.3 million, which is $130,856
more than the FY 2006 revised level. This increase consists primarily of statewide salary and benefit
adjustments. The Governor recommends 12.0 FTE positions in FY 2006 and 11.4 FTE in FY 2007,
which includes a withdrawal of 0.6 FTE pursuant to the reduction in force initiative included in the
Department of Administration’s budgeted totals.

Office of the Governor

The Governor recommends total expenditures of $5.0 million in FY 2006 for the Office of the Governor,
which is an increase of $353,462, or 7.7 percent, over the enacted budget. This includes increases of
$240,673 in general revenues for cost of living adjustments offset by reductions for interns and operating,
by $103,611 in restricted receipts for the Secretary of the Office of Health and Human Services, and by
$9,178 from other funds for personnel. The Governor recommends 49.5 FTE positions in FY 2006,
consistent with the enacted authorization.

The Governor recommends expenditures of $5.3 million from all sources of funds for FY 2007, an
increase of $305,603, or 4.9 percent, over the FY 2006 recommendation. This includes $190,847 more
from general revenues for statewide personnel adjustments, $107,992 more from restricted receipts for the
Secretary of the Office of Health and Human Services, and $6,764 from other funds for personnel. The
Governor recommends 47.0 FTE in FY 2007, which represents a withdrawal of 2.5 FTE pursuant to the
reduction in force initiative recorded in the Department of Administration’s budgeted totals.

Public Utilities Commission

For FY 2006, the Governor recommends total expenditures of $6.6 million for the Public Utilities
Commission. This funding is comprised of $693,544 in general revenue, $83,562 in federal funds, and
$5.8 million in restricted receipts. This recommendation is $179,144 less enacted, and consists of
$16,567 less general revenue offset by $8,125 more federal funds and $187,586 more restricted receipts.

The reduction in general revenue relates primarily to savings in operating expenses. The increases in
federal and restricted funds reflect adjustments to current services for payroll and other operating,
including $35,000 for a court settlement claim due a former employee commissioner. The Governor’s
supplemental budget also includes statutory language to eliminate the scheduled addition of two members
on the Commission pursuant to an authorization of the 2002 Assembly.
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For FY 2007, the Governor recommends total expenditures of $6.9 million, consisting of $746,530 in
general revenue, $88,567 in federal funds, and $6.1 million in restricted receipts. This funding level
reflects an increase of $325,042, or 4.9 percent, from the Governor’s FY 2006 revised recommendations
for all sources of funding. It consists of $52,986 in general revenue, $5,005 in federal funds and
$267,051 in restricted receipts. On an all funds basis, $313,474, or 96 percent, of these increases relate to
payroll current service requirement for employee cost of living adjustment (COLA), step, longevity,
medical, and non-medical benefits.

The Governor recommends full time equivalent positions of 46.0 for FY 2006, which is consistent with
the enacted level. For FY 2007, the Governor recommends 45.7 FTEs, a withdrawal of 0.3 FTE from the
FY 2006 recommended authorization due to the statewide reduction in force initiative. The associated
cost savings have been recorded in the Department of Administration’s budget.

Rhode Island Commission on Women

The Governor recommends a revised FY 2006 budget for the Rhode Island Commission on Women of
$91,820 in general revenue funds.  This reflects an increase of $5,263 from the FY 2006 enacted level
and is composed of statewide changes in fringe benefits and a cost of living increase. The Governor
recommends the enacted FTE level of 1.0 for FY 2006.

In FY 2007, the Governor recommends a general revenue budget of $99,915, representing a $8,095
increase from the revised FY 2006 budget, financing full annual costs for one staff position and
associated operating costs. Continued financing is provided for the Women of the Year banquet in FY
2007. The Governor recommends 0.9 FTE in FY 2007, a withdrawal of 0.1 FTE pursuant to the
reduction in force initiative included in the Department of Administration’s budgeted totals.
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Summary

The Human Services function of state government engages in a broad spectrum of activities including, but
not limited to, income supports, client subsidies, case management and residential supports, and medical
regulation, prevention, treatment, and rehabilitation services.

For FY 2006, the Governor recommends a revised all funds budget of $2.682 billion. Of this total, $1.217
billion is general revenue, a decrease of $16.1 million from enacted levels. The recommendation reflects a
general revenue reduction of $32.2 million in the Department of Human Services (DHS). The decrease
reflects a reduction in the Department of Human Services of $25.1 million for technical adjustments to
accounting standards concerning recording of local education expenditures as match to state Medicaid
funds. Net caseload conference adopted estimates allow of reduction of $7.9 million general revenues to
DHS accounts. Current services requirements and cost of living adjustments require additions to enacted
general revenue appropriations for Children, Youth, and Families (DCYF) of $921,987, $1.1 million in
Department of Elderly Affairs (DEA), $4.4 million for the Department of Health (DOH), and $9.4 million
for the Mental Health, Retardation, and Hospitals (MHRH). The increase for MHRH includes $6.2
million for energy costs to provide utilities to departments across the Pastore Center.

Revised funds totaling $1.431 billion are recommended for federal funds in FY 2006. This is a $5.3
million decrease from enacted levels. This recognizes federal reductions of $22.9 million at DHS
proposed by the caseload estimating conference in November of 2005. Most of this decrease is the result
of the transition of pharmaceutical costs from federal Medicaid to Medicare grants. This reduction has
been offset by increases in federal funding throughout the Human Service agencies. An estimated $4.1
million in S-CHIP funds for managed care programs and $5.9 million for federal performance bonuses/
prior year TANF balances exists within DHS. Medicaid billing in Prevention Services and a higher
penetration rate into Title IV-E funds within DCYF accounts for $1.5 million. The recommendation is an
increase of $4.1 million in federal funds in DOH, including Pandemic Influenza Planning and
Bioterrorism. The Department of Elderly Affairs will receive an addition of $1.7 million for the State
Pharmaceutical Assistance grant, $486,118 for a Title IT grant, $105,904 for Family Caregiver Support,
and $733,598 for a Medicaid Waiver that matches the state contribution for new clients.

Revised funds totaling $21.3 million are recommended for restricted receipts in FY 2006. Thisisa $1.1
million decrease from enacted levels, primarily in rebate revenues for drug costs in the RIPAE Program in
DEA.

For FY 2007, the Human Services departments and agencies continue to leverage their resources so that
both individuals and families achieve maximum potential and self-sufficiency. The social and economic
needs of clients continue to be provided by the Departments of Children, Youth, and Families; Elderly
Affairs; Health; Human Services; and Mental Health, Retardation, and Hospitals. The Governor is
committed to preventing child abuse and neglect, intervening for and on behalf of abused and neglected
children and youths, and rehabilitating delinquent youth through education and training. The dual roles of
advocacy and education continues to be provided by agencies including the Commissions on the Deaf and
Hard of Hearing, Human Rights, and Disabilities, and the Offices of the Child Advocate and the Mental
Health Advocate.
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The Governor’s proposed funding level of $2.568 billion for FY 2007 protects services for the state’s most
vulnerable populations, including the elderly, children and families, medically needy, mentally ill,
developmentally disabled, deaf and hard of hearing, and persons with physical disabilities. This proposal
consists of $1.207 billion in general revenue, $1.328 billion in federal funds, $19.1 million in restricted
receipts, and $13.6 million in other funds. The recommendation constitutes 39.0 percent of the total
proposed expenditures for the state. Social services block grants and cash and medical assistance programs
constitute the major sources of federal funding. The chart below displays funding by source for the
Governor’s FY 2007 recommendation for the human service agencies and departments.

How it is Financed

Federal Funds
(51.7%)

General Revenue
(47.0%)

Other Funds  Restricted Receipts
(0.5%) (0.7%)

For FY 2007, the Governor recommends total general revenue funding of $1.207 billion, a decrease of $10.3
million from the FY 2006 revised budget. Of this amount, the proposal contains reductions in the following
areas: $18.8 million in DHS, $3.0 million in DOH, and $3.0 million in DEA. These reductions are offset
by general revenue increases of $8.0 million in MHRH and $6.4 million in DCYF.

Decreases in the Department of Human Services include: an estimated 7.6 percent decrease in caseload
numbers of persons participating in the Family Independence Program and 2.5 percent decrease of childcare
slots; revisions in child care client co-payments and child support referrals; increasing sanctions on parents
in non-compliance with employment plans; maximization of third party revenues, program efficiencies and
eligibility adjustments for medical assistance programs; reductions in eligibility for parents in managed
health care and other revisions to medical benefits appropriations, which are discussed in greater detail in
the Department of Human Services section of this document. These reductions are slightly offset by
increases in general revenue financing for Veterans’ Affairs and other non-entitlement programs in the
department due to increased costs for operations and cost of living adjustments.

Within the Department of Mental Health, Retardation and Hospitals, the Governor proposes a net increase
of $7.0 million to support the current costs for caseloads in all programs, including $945,397 in the Hospital
and Community System Support, $3.7 million for the Developmental Disability program, and $2.0 million
within the Division of Mental Health Services.

The Governor recommends a general revenue increase of approximately $6.4 million in FY 2007, compared

to FY 2006 revised levels, for the Department of Children, Youth and Families. Increases for reduced
federal Medicaid matching rates and for caseloads and medical services inflation are required, plus an
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addition of $544,785 to replace expiring federal grant funds for Project Hope, a wraparound reintegration
project for incarcerated emotionally disturbed youth, and $861,234 for Ocean Tides to replace lost funds
from numerous other outside sources.

General fund recommendations for the Department of Health decrease by $3.0 million from revised FY
2006 levels. This primarily reflects a reduction in financing for the Rhode Island Hospital Efficiency,
Leverage and Profitability (RI HELP) Act, for the smoking cessation program, anti-tobacco promotion and
awareness campaign, and HIV treatment services and drug costs.

The Governor proposes general revenue expenditures for the Department of Elderly Affairs in FY 2007 that
are $3.0 million less than revised FY 2006 levels, primarily for reductions within the RIPAE Program based
on anticipated decreases with the implementation of Part D of the Medicare Modernization Act of 2003.

The Governor’s FY 2007 proposed level of expenditures includes direct and purchased services for
residential care, medical care, and preventive health services, cash payments to individuals, and grant
funding for non-governmental agencies. The operating costs associated with the administration of these
social services programs are also included. Personnel, which includes purchased services, accounts for
$434.0 million, or 16.9 percent, of all expenditures programmed for human services. Other operating
expenditures are recommended at $119.4 million, or 4.6 percent of proposed total human services
expenditures, with capital projects slated for $11.6 million, or 0.5 percent. Grants and benefits expenditures
of $2.003 billion account for the largest outflow of identified resources, reflecting 78.0 percent of the total
human services function. The chart below shows the outflows of all resources by category of expenditure
for the human services function.

How it is Spent

Grants
(78.0%)

__—Capital (0.5%)

Personnel
(16.9%)

Operating (4.6%)
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Included in the proposed FY 2007 general revenue grants and benefits expenditures is an increase of $35.1
million due to FMAP revisions. An adjustment was necessary for Medicaid benefits accounts for FY 2007 to
recognize the annual adjustment in federal Medicaid reimbursement rates. The rate change reduces federal
assistance from 54.683 percent in FY 2006 to 52.875 percent in FY 2007.

The Governor recommends 4,603.7 full-time equivalent positions in FY 2006, and 4,232.0 in FY 2007.

This decrease includes 116.7 FTE for a statewide reduction in workforce and 214.0 FTEs reallocated to
internal services funds in the Department of Administration.
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Department of Children, Youth & Families

The Governor recommends total expenditures of $284.0 million for the revised FY 2006 budget, including
$165.6 million in general revenue, $114.5 million in federal funds, $1.6 million in other funds, and $2.3
million in restricted receipts. The Governor’s revised budget includes a net increase of $921,897 in general
revenue expenditures. This represents a 0.6 percent increase over the enacted budget. The Department had
an increase in personnel expenses due to an employee cost of living adjustment that totaled $3.6 million.
An addition of $1.6 million was included in the revised budget for managed care due to caseloads and per
diem rates increasing. The Department succeeded in approving two new CIS providers, which called for a
general revenue increase of $600,000.

The Department increases were offset by reductions made in other areas of the budget. Child Welfare
grants and benefits has been reduced by $912,000 due to a decline in caseload numbers in foster care. The
FY 2006 revised budget withdraws the enacted 2.2% rate increase for all providers effective March 1, 2006
for a general revenue savings of $414,140. The FY 2006 enacted budget had provided this provider rate
effective January 1, 2006. Medicaid coverage for Prevention Services and projections for Title IV-E funds
increased, which, in turn, reduced the state’s share of costs by $1.5 million. The Department has a
significantly high rate of turnover in FY 2006, which produced a reduction of $2.8 million in personnel
costs. Certification of new vendors was approved creating additional savings of approximately $600,000.

The Department continues its success in controlling the number of night-to-night placements, which had
been an on-going problem. The elimination of this problem requires increased costs in other areas of the
budget, but the long-term effect is beneficial to the youth of this state. The Department has restructured
some of its programs into a more community-based system of support. The goal of the restructuring is to
deliver children’s services in a community setting, giving the youth, guardians, and community the
benefit of being included in the rehabilitative process and to facilitate learning of adaptive behaviors.

The Governor recommends total expenditures of $289.7 million in FY 2007 for the Department of
Children, Youth & Families. This is comprised of $172.0 million in general revenue, $112.5 million in
federal funds, $3.6 million in other funds, and $1.7 million in restricted receipts. The recommended FY
2007 general revenue budget increases by $6.4 million from the revised FY 2006 budget. General revenue
costs increase by approximately $3.1 million to offset a reduction in federal matching funds for Medicaid
in FY 2007, compared to FY 2006 rates, and a $2.5 million increase to account for Medicaid inflation at a
rate of 4.4%. A three percent employee cost of living adjustment increases general revenue funding by
$4.8 million in FY 2007; however, projections of FTE turnover rates based on historical spending
decrease personnel expenses by $2.5 million.

The Governor recommends an addition of $544,785 in general revenue funds to the FY 2007 budget to
fully finance the continuation of Project Hope. This program is an initiative that uses child adolescent
values to assist youth incarcerated with serious emotional disturbances at the Rhode Island Training
School for Youth to make a successful and safe return to the community. The wraparound services
provided include vocational services, including tools and interview clothing.

The Governor recommends an increase of $847,686 in FY 2006 and $861,234 in FY 2007 in general
revenue funding for Ocean Tides. This increase is a Medicaid match to finance a rate adjustment for
Ocean Tides, which is now matched by Medicaid funds due to recent certification. Historically, Ocean
Tides received significant funding from outside sources. As these other sources have decreased, it has
become necessary for DCYF to increase the rate to conform with similar service providers. Ocean Tides
is an alternative to the Training School for youth that have been adjudicated.
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The recommended budget recognizes a decrease of $895,000 in general revenue funds due to the increased
penetration rate in eligible youth for Title IV-E funds. There are currently, a total of 294 children in the
eligible not claimable category. The Governor recommends that the foster homes in which these children are
living become licensed, which would generate an additional $854,000 in additional IV-E reimbursements.
Also recommended is a reduction of $1.7 million that is the result of establishing, in collaboration with
community-based provider agencies, a program of services for older youth who are involved in independent
living services with the intent of successfully transitioning youth from the care and custody of the department
upon reaching their nineteenth (19™) birthday. The $1.7 million reduction presumes that the Department
would no longer pay for independent living placements for youth 19 and older. The FY 2007 recommended
budget also includes a decrease of $828,267 in general revenue funds for the withdrawal of the 2.2 percent
provider rate increase.

The Governor recommends an FTE position ceilings of 849.8 in FY 2006 and 790.8 in FY 2007. This
decrease reflects the reallocation of 28.0 FTE to the Department of Administration for human resources,
maintenance, and information technology. A statewide reduction of five percent of the workforce accounts for
the elimination of an additional 31.0 FTE.

The Governor’s Capital Improvement Plan includes a total of $30.4 million in FY 2007. This amount finances
construction of a new 96-bed Youth Development Facility, which will house adjudicated males, a 48-bed
Youth Assessment Facility, which will house detained males, a girls’ correctional facility, and seven
community facilities for low-risk adjudicated males. The financing includes $26.8 million in certificates of
participation and $2.3 million in Rhode Island Capital Plan funds. This project is intended to replace the
existing training school, address overcrowding issues, and comply with a Federal Court consent decree. It will
provide both males and females with equitable opportunities to participate in educational, recreational, and
rehabilitative programming. The Governor also recommends $1.3 million of Rhode Island Capital Plan funds
to assess and upgrade fire protection systems for group homes, foster homes, and other facilities associated
with the Department of Children, Youth & Families.

The graph below represents annual departmental caseloads since 1997.
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Department caseloads (excluding children that are away without leave) are projected at 7962 in FY 2006
and 8053 in FY 2007, up from 7872 actual cases in FY 2005. The Department is continuing its effort at
reviewing the eligibility and duration of children and youth in its caseload. This effort includes analyzing
the appropriateness of placements, treatment, and custody. The Department is financed in FY 2006 and
FY 2007 for 360 purchase of service placements (POS). However, by maximizing the number of licensed
foster care homes, the Department expects the number of POS to drop and the penetration rate for
Medicaid funding to increase. POS placements are tailored to meet the individual needs of each child,
and include intensive supervision and emergency placements. The chart below displays the historical
utilization data and revised FY 2006 and FY 2007 levels of purchase of service placements, with
associated costs.
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Department of Elderly Affairs

The Governor recommends a revised budget for FY 2006 for the Department of Elderly Affairs of $45.5
million. Expenditures are comprised of $4.8 million in gas tax receipts, $22.2 million in general revenue,
$16.1 million in federal funds, and $2.3 million in restricted receipts. The revised funding level is an
increase of $2.4 million, or 5.5 percent, from the FY 2006 enacted budget, including a $1.1 million increase
in general revenue, $2.2 million increase in federal funds and a reduction of $975,000 in restricted receipts.
Expenditures associated with gas tax financing remain unchanged from the enacted level.

The general revenue increase in the Governor's FY 2006 revised recommendation is attributable to:
personnel additions of $295,555 for COLA, step and longevity requirements; $595,355 for the state portion
of the Medicaid Waiver program to accommodate existing clients and new assisted living beds; and
$806,570 for the Rhode Island Pharmaceutical Assistance to the Elderly (RIPAE) program for unrealized
rebates in the restricted receipt account that were expected to finance drug expenditures in the enacted
budget. These additions are offset by reduction of $51,412 for turnover; $45,600 for computer services to
be financed with the federal One-Stop grant; and $374,375 from the co-pay home care and day care
programs based on anticipated caseload and cost per client requirements in the two programs.

The federal funds increase in the Governor's revised FY 2006 budget includes addition of $1.7 million to the
enacted base of $1.4 million for the State Pharmaceutical Assistance grant (SPAP) to assist in instituting
Part D of the Medicare Modernization Act of 2003 for a total amount of $3.2 million in FY 2006. The
SPAP grant will end in the first quarter of FY 2007. Other additions to federal financing include: $486,118
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for the Title III grant based on expected award; $105,904 more for Family Caregiver Support; and
$733,598 more for the Medicaid Waiver to match the state contribution in providing services to existing and
new waiver clients. These additions are offset by reduction of $293,947 for the administrative match
portion of the Medicaid Grant; and $410,039 removed from Title III congregate and home delivered meals
based on expected award. The federal One-Stop grant award is also reduced in FY 2006 in the amount of
$215,119.

The 2006 Budget enacted general revenue financing for drug costs in the RIPAE program in the amount
$5.2 million, with an additional $3.3 million in restricted receipts from pharmaceutical rebates, for a total
drug cost of $8.5 million. The Governor’s budget recognizes reduced rebate collections from the enacted
total, reduces restricted receipt financing to $2.3 million, and adds $806,570 in supplemental general
revenue to fully finance the enacted estimate of $8.5 million. The relationship between brand name drug
usage by members and pharmaceutical rebates collections is maintained in the Governor’s recommendation,
and any additional rebate recoveries for prior years will be deposited as general revenues in accordance with
accounting practice.

The Governor’s FY 2006 recommendation for drug cost in the RIPAE program also reflects the anticipated
affect of implementation of Part D of the Medicare Modernization Act of 2003 for the second half of FY
2006. The recommendation assumes a 12% reduction in the number of members from 38,000 to 32,000; a
reduction of 16% in the number of claims filed from 613,727 in FY 2005 to 512,655 in FY 2006; and a cost
per claim of $16.48. In FY 2007, the Governor’s recommendation provides financing for drug costs in the
amount of $4.5 million, including $3.2 million in general revenue and $1.2 million in pharmaceutical rebate
receipts. This financing level reflects reduction in program use for approximately 12,000 RIPAE clients,
due to the availability of the Part D benefit for the full fiscal year. The Governor’s recommendation
assumes the number of members will decrease to 26,000; number of claims will decrease to $269,482, and
the cost per claim will remain relatively constant at $16.70 per claim.

The chart below illustrates expenditure history of the RIPAE program since 2000, including drug cost and
management fee. The Governor’s FY 2006 revised and FY 2007 recommendations are also presented:
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For FY 2007, the Governor recommends total expenditures of $37.8 million, consisting of $4.8 million in
gas tax receipts, $19.2 million in general revenue, $12.6 million in federal funds, and $1.3 million in
restricted receipts. The recommended budget for all funds is $7.6 million or 16.9 percent less than the FY
2006 revised budget. General revenue decreases by $2.9 million or 13.4 percent, largely attributable to
removal of $2.8 million for drug expenditure as described above. Other reductions include: $119,000
removed from the RIPAE plan administrator’s appropriation due to expected reduced number of claims
paid; $37,451 from the co-pay home care and day care programs based on expected requirements;
$836,487 from legislative grants; and $149,192 for the provider rate increase. Additions include
$328,090 for specific and statewide personnel and benefit adjustments; $94,228 for state financed in-
home services for the elderly program, $40,514 for the state share of the federal Medicaid waiver; and
$602,261 to replace federal SPAP grant which had financed some personnel and operating requirements
since FY 2005. The Governor also adds $138,300 for full-year financing of an after-hours emergency
response program for abused or neglected elders in need of urgent care.

Federal funds in FY 2007 decrease by $3.6 million or 22.2 percent, in comparison to the FY 2006 revised
recommendation. Of the total reduction, $3.0 million is attributable to the end of the SPAP federal grant,
$162,436 is removed from the Family Care Giver Support grant for a total of $705,997, and $253,663 is
reduced from the Title III Social Services grant based on expected award. Pharmaceutical rebates in the
restricted receipt account are reduced by $1.1 million or 46.8 percent as described above, and gas tax
financing for the elderly paratransit program is estimated to remain constant at $4.8 million. The
Governor recommends an FTE position ceiling of 52.0 in FY 2006, reducing to 50.5 FTE in FY 2007, to
reflect the reduction in force initiative budgeted for in the Department of Administration.

Department of Health

The Governor recommends total expenditures of $118.4 million in the FY 2006 revised budget, including
$29,960 in other funds, $36.3 million in general revenue, $70.9 million in federal funds and $11.2 million in
restricted receipts. This represents a net increase of $8.1 million from the FY 2006 enacted authorizations
and consists of increases in general revenue of $4.4 million and federal funds of $4.1 million, which are
offset by decreases in other funds of $85,116 and restricted receipts of $376,243.

The net increase in general revenue from FY 2006 enacted appropriations of $4.4 million consists of a net
increase in payroll of $983,316. It includes $145,050 for FY 2005 retroactive cost of living adjustment
(COLA) payments, $1,077,046 for FY 2006 calculated COLA and $216,313 for a shortfall in indirect cost
revenue assessments. Other increases include an increase of $3.3 million for increased services and
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treatment costs of HIV due to insufficient federal resources and HIV drug rebates; and $275,000 for the
transfer of the Governor’s Wellness Initiative from the Department of Administration.

The net increase in federal funds expenditures of $4.1 million when compared to FY 2006 enacted budget
includes new federal revenues of $148,750 for the Office of Minority Health, $507,000 for Pandemic
Influenza Planning, $150,000 for Early Hearing Detection and Intervention Tracking Phase II, $169,311 for
Birth Defects Surveillance, $130,732 for Forensic Casework DNA Backlog, and $150,539 for DNA
Capacity Enhancement. It also includes the reprogramming of previous federal awards and on-going federal
programs for unspent balances, particularly for the Demonstration in Health Information Technology of
$976,515 and Bio-terrorism preparedness, training, surveillance, and communication of $1,870,773.

The net decrease in restricted receipts expenditures of $376,243 from FY 2006 authorized levels includes
$888,798 for lost indirect cost recovery assessed revenues that are offset by child immunization vaccine
costs from the prior year unspent balance. The net decrease in other funds of $85,116 from FY 2006
authorized budget reflects a reallocation of funding from the department to the Rhode Island State Police for
the Child Safety Program.

For FY 2007, the Governor recommends total expenditures of $112.1 million for the Department of Health.
This includes $29,960 from other funds, $33.3 million from general revenues, $67.1 million from federal
funds, and $11.7 million from restricted receipts. This level of funding is $6.4 million, or 5.4 percent less
than the level recommended by the Governor for FY 2006. This reduced funding level consists of an
increase in restricted receipts of $471,056 that is offset by decreases in general revenue of $3.0 million and
federal funds of $3.8 million.

The net increase in restricted receipts in FY 2007 when compared to the Governor’s recommendation for
FY 2006 is attributable to anticipated increases in the costs of vaccine purchase and distribution for the child
immunization program.

The net reduction in costs financed by general revenues from FY 2006 revised levels, is due primarily to the
Governor’s proposal to eliminate funding of $3.3 million for the Rhode Island Hospital Efficiency,
Leverage and Profitability (RI HELP) Act and $835,002 for the Smoking Cessation Program. Other
reductions included in the Governor’s FY 2007 proposal are $300,374 for the anti-tobacco promotion and
awareness campaign, and $214,036 for a twenty-five percent reduction to grants for community service
objectives. These are offset by increased costs of $667,852 for expanded newborn screening tests as
recommended by the Rhode Island Genetics and Advisory Committees. This increase is expected to be
offset by regulatory fee increases in FY 2007, making this recommendation a fund balance neutral proposal.
The Governor’s recommendation also includes the applicable statutory changes required to fulfill the FY
2007 budget plan for the department.

For FY 2007, the net reduction in federal funding when compared to the Governor’s FY 2006
recommendation, reductions in grant resources for the Office of Minority Health - $148,750, Genetic
Services - $127,394, Early Hearing and Detection Intervention - $211,659, Child Care Support Network -
$178,440, Forensic Casework DNA Backlog - $130,732, and DNA Capacity Network - $150,539. The
Governor’s FY 2007 proposal also reflects anticipated reduced funding for Demonstration in Health
Information Technology - $850,628 and Bio-terrorism preparedness, training, surveillance, communication -
$1,548,497.

The Governor recommends full time equivalent positions of 499.4, the same level enacted for FY 2006. For

FY 2007, the Governor recommends 466.6 FTEs, a reduction of 32.8 FTEs from FY 2006 recommended
level. It includes the transfer of 21.0 FTEs to the Department of Administration internal service funds with
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the related funding included in the department’s budget. Six of the 21 FTEs relate to the human service
rotary and the remainder to the information technology rotary. The balance 11.8 FTEs relate to the
Governor’s proposal to reduce the size of the workforce to achieve general revenue savings in FY 2007.
The related savings are included in the budget of the Department of Administration.

Department of Human Services

The Governor recommends revised appropriations of $1.734 billion for FY 2006, including $741.0
million of general revenues, $987.2 million of federal funds, and $5.2 million of restricted receipts. This
represents a reduction of $48.3 million, on an all funds basis, from the enacted budget. The revised budget
for FY 2006 includes a reduction of $32.2 million in general revenue expenditures, $15.8 million in
federal funds, and $374,575 in restricted and other funds.

The general revenue change includes a reduction of $25.1 million for technical adjustments pursuant to
accounting standards concerning recording of local education expenditures as match to federal Medicaid
grants; an identical reduction in general revenue receipts also occurs, and both of these events were
reflected in adopted caseloads and revenues at the respective November conferences. Exclusive of this
change, revised Medical Benefit expenditure estimates adopted by the November 2005 caseload
estimating conference (CEC) are reduced by $24.5 million from enacted levels, including $1.6 million in
general revenue funds. Most of the federal CEC change of $22.9 million reflects the transition of
pharmaceutical costs from federal Medicaid to Medicare grants, which are not recorded as state
expenditures. Adopted increases in cost trends for hospital and other Medicaid expenditures do increase
general revenue costs, but these are largely offset by the increased availability of approximately $4.1
million in federal S-CHIP funds for managed care programs from a national pool of unexpended
allocations. The net general revenue reduction attributable to CEC adopted caseloads for cash assistance
and child care is $5.5 million, and decreases due to the receipt of federal performance bonuses of $4.8
million plus $1.1 million of prior year federal TANF balances, as adopted costs for all funds increased by
$553,363 from adopted levels.

Department-wide, general revenue additions in FY 2006 are required for the employee cost of living
adjustments for FY 2005 and FY 2006, totaling $2.5 million and not included in enacted appropriations.
An additional $400,000 general revenues were included as a reappropration from FY 2005 for closeout of
obligations to Medicaid maximization contractors. An addition of $642,201 is required to replace
declining federal indirect cost recoveries appropriated to offset general revenue expenditures. Savings of
$1.2 million from enacted levels for general revenue employee turnover are recognized. Retrenchment on
various contracts in Health Care Quality allows withdrawal of approximately $710,000 general revenues.

FY 2006 reductions of general revenues are included for savings from initiatives for Medicaid program
claims of $1.0 million, and for two initiatives requiring statutory changes for revising pharmaceutical
reimbursements downward to Wholesale Average Cost plus zero, saving $481,342, and from canceling a
2.2 percent COLA for certain Medicaid providers beginning March 1, 2006. Also included are general
revenue savings of $109,024 from increasing co-payments for child care assistance for families above
150% of the federal poverty limit, effective June 1, 2006.

For FY 2007, the Governor recommends total expenditures of $1.621 billion for the Department of
Human Services. This total includes $722.2 million from general revenue, $894.5 million from federal
funds, and $4.1 million from restricted receipts. The agency budget continues to finance: cash and
medical assistance programs at caseload conference consensus values, except as noted below; training and
support services for family assistance programs; continued services to veterans, the blind and visually
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impaired, and other assisted populations. Seventy-two percent of the agency’s expenditures are for
medical benefits payments.

The Governor’s budget recommendations for both FY 2006 and FY 2007 include full funding for the
operation of the Rhode Island Veterans’ Home and the Rhode Island Veterans’ Cemetery, including $2.6
million for capital improvements in FY 2006, and $2.7 million in FY 2007.

In FY 2007, current payment standards are maintained for clients receiving cash payments under the
Family Independence Program. After reaching a peak caseload of 64,000 persons in 1994, the number of
persons receiving cash assistance continues to decline. The November 2005 consensus caseload
conference estimated that 33,450 persons would receive Family Independence Program cash assistance in
FY 2006, a 9.1 percent reduction from FY 2005 experience, declining to 30,750 persons in FY 2007, a
reduction of an additional 7.6 percent. This decline reflects the goal of supporting families and placing
clients into unsubsidized employment. Correspondingly, continuing investments are required in childcare,
medical assistance, education, and training and employment programs. Consensus caseload conference
estimates project 12,892 subsidized childcare slots in FY 2006, a decrease of 1.3 percent from FY 2005
actual experience, and 12,570 slots in FY 2007, an additional decrease of 2.5 percent, as clients achieve
exit from the program.

Adopted consensus caseload conference estimates for cash assistance payments in FY 2007 decreased by
$4.6 million compared to adopted FY 2006 levels. This reflects savings of $4.6 million from the
reduction in FIP caseloads and $1.1 million from the reduction in child care slots, offset by increased SSI
estimates of $804,593 million and increased estimates for General Public Assistance of $320,502.
General revenue expenditures for adopted estimates increase by $903,457, reflecting the end of offsets to
one-time federal performance bonus grants in FY 2006.

The Governor’s recommended FY 2007 Budget includes statutory revisions for child care benefits and
reductions in general revenue funds of $1.4 million from increasing child care client co-payments, and
$1.5 million from canceling a statutory provider rate increase currently scheduled for January 1, 2007,
and $904,769 from establishing a cash resource test and requiring stricter standards for child support
referrals. Statutory revisions proposed to the Family Independence Program (FIP) would reduce general
revenue cash assistance costs by establishing requirements concerning employment plans and
employment schedules, which will enhance compliance with stricter work requirements enacted by
Congress for its recent reauthorization of the TANF act. These items include: $1.1 million from
advancing sanctions against continued benefits to families with parents in non-compliance with
employment plans from 24 to three months; requiring completion of an employment plan before
establishing initial FIP eligibility payments, saving $1.4 million; and establishing a minimum thirty-five
hour work week for one adult in each two-parent family. Additional reductions for FIP of $1.6 million are
projected by withdrawing assistance for FIP parents only after their twenty-fifth month in the program,
and by including federal TANF benefits in other states against the assistance periods established for all
FIP clients.

The Supplemental Security Income (SSI) caseload historically has increased on a continuous basis. The
adopted caseload conference estimates are 30,880 recipients in FY 2006, and 31,500 in FY 2007,
compared to actual cases of 30,330 in FY 2005. The 1.9 percent annual growth rate results from a
continued growth in the disabled component and a slight decline in the state’s elderly population. The
General Public Assistance Bridge Program will be maintained in FY 2007, providing limited cash
assistance to eligible persons and a medical program of restricted scope. The caseload conference
estimate is 330 persons in both FY 2006 and FY 2007.

96



Human Services

Medical assistance programs are maintained in FY 2007, with revisions for maximization of third party
revenues, program efficiencies and eligibility adjustments. Exclusive of uncompensated care distributions
and reimbursements to local education authorities, the November CEC adopted medical benefits for FY
2007 at a level $71.5 million greater than for FY 2006, including $69.2 million in general revenue funds.
Approximately $24.3 million of the difference in general revenue funds recognizes the revision of federal
Medicaid matching rates compared to FY 2006, an annual adjustment dependent on relative national income
comparisons; the balance of the increase reflects trend rates for all categories of medical assistance, or
approximately 8.5 percent on a $529 million base. Beginning in February 2006, adopted estimates include
the “clawback” charges to general revenues for dually eligible Medicaid and Medicare elders for Medicare
Part D pharmaceutical costs, which are simultaneously eliminated from state and federal Medicaid
expenditures. The Governor recommends Medical Benefits appropriations, as adopted by the Caseload
Estimating Conference, with the following revisions necessary to manage the growth in state costs:

e Deferring an uncompensated care distribution to Eleanor Slater State Hospital. This is a reduction of
$12.9 million, including $6.1 million general revenues, from CEC adopted levels. The current statute
authorizing distributions in December 2005 to both state and community hospitals is for FY 2006
only; the conference did not adopt FY 2007 estimates for community hospitals, which require an
annual authorization and Medicaid-approved waiver, but did adopt an estimate for the state hospital.
The Governor’s budget proposes to establish the next distribution to all hospitals in July of Fiscal
Year 2008. This deferral is responsible for a reduction of $110.7 million, including $52.7 million
general revenues in Medicaid distributions in the FY 2007 recommendation, compared to FY 2006
revised levels.

e Savings of $732,529, including $339,000 in general revenues, from requiring advance approvals for
imaging services for fee-for-service clients.

e Revisions to community spouse resource calculations to increase a couple’s share of nursing facility
expenses, saving $886,667, including $471,797 in general revenues.

e Savings of $2.6 million, including $1.2 million in general revenue from deferring a scheduled
statutory annual rate adjustment for nursing facilities for one quarter to January 2007.

e Establishment of an asset test for Rite Care eligibility, saving $1.7 million, including $795,761 in
general revenues. A ceiling of $10,000 in liquid resources would be established in statute.

e Savings of $8.7 million, including $4.0 million in general revenue from restructuring contracts with
Rite Care managed care providers.

e Savings of $1.5 million, including $706,800 general revenues, from establishing formal Principles of
Reimbursement for Federally Qualified Health Centers in statute, consistent with federal statutes.

e Savings of $2.0 million, including $773,582 general revenues, from establishing in statute Rite Care
co-payments for families between 133 percent and 150 percent of the federal poverty limit.

¢ Increasing Rite Care client co-payments for families above 150 percent of the federal poverty limit,
saving $1.0 million, including $345,839 general revenues.

e Savings of $3.4 million, including $1.5 million general revenues, from broadening the discretion of
the department’s utilization review agents to manage neonatal intensive unit costs.

e Elimination of health care coverage under federal S-CHIP and Rite Care waivers for parents of
Medicaid eligible children in families above 133 percent of the federal poverty limit. This requires a
statutory change, and would save $22.5 million, including $9.1 million general revenues.

e Savings of $3.7 million, including $1.7 million general revenues from maximizing Medicare shares of
Part D assistance for Medicaid clients.

e Savings of $4.0 million from elimination of health care coverage for undocumented alien children.
There is no federal eligibility for this population, which exists in current state statute.
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e Savings of $415,800, including $195,427 general revenues, from amending the statute for transitional
medical assistance for certain families with earned income making them ineligible for FIP. The
eligibility period would be reduced from eighteen to twelve months.

e Reduction of $1.2 million, including $600,364 general revenues program integrity enhancements
including residence documentation, application reviews and data matching activities. This initiative
includes an addition of two FTE positions in the program Health Care Quality.

e Revisions to medical insurance statutes saving $4.8 million including $2.3 million general revenues.
Revisions include mandating up to $5,000 in annual benefits for home health services, children’s
intensive services, and CEDARR family evaluation and referrals services. No client services would
be compromised by the change.

e The FY 2007 savings from canceling a 2.2 percent COLA for certain Medicaid providers beginning
March 1, 2006 are estimated at $1.5 million, including $676,336 general revenues.

e Maximizing federal reimbursements for clinical reviewers, and adult refugees and enhancing
identification of SSI eligibles is estimated to save $517,385 general revenues.

e Savings of $736,549, including $340,860 general revenues from expanding waiver slots for self-
directed services for PARI clients, and an additional $1.6 million, including $750,577 general
revenues from voluntary enrollment of eligible adults with disabilities in managed health care plans.

e Savings of $637,394, including $448,489 general revenues by seeking a Medicaid waiver establishing
respite services for children as an eligible activity, enhancing federal reimbursements and substituting
for more expensive services.

e Savings of $3.8 million, including $1.6 million general revenues from revising fee-for-services
pharmaceutical reimbursements downward to Wholesale Average Cost.

e General revenue savings of $1.7 million from establishment of a preferred drug list for fee-for-service
Medicaid clients.

e General revenue savings of $633,333 from establishment of a copayment for pharmaceuticals for fee-
for-service Medicaid clients.

Basic medical services, provided through the Rhode Island Medical Assistance Program, will continue
for: families receiving SSI benefits; children in foster care; Medicare beneficiaries having limited income
and resources; pregnant women, parents and children with low incomes including pregnant women
denied federal assistance due to their immigration status; and, persons meeting the criteria for the
Categorically Needy Program. Rhode Island's Medical Assistance Program will continue to provide
services in all mandatory categories, as well as optional categories including dental, optometry, hospice,
podiatry, ambulance and prescription services.

The Governor’s proposed FY 2007 budget increases general revenue support for Veterans’ Affairs by
$1.4 million from FY 2006 revised levels, reflecting employee compensation and benefit rates and current
staffing and operational levels at the Veterans’ Home.

All other non-entitlement programs in the department increase by $3.9 million general revenues,
reflecting current service operating costs and employee cost of living and benefit rate increases, plus two
staff additions for the Medicaid program integrity initiative requiring $65,000 general revenues.
Legislative grant appropriations are reduced by $1.6 million.

Recommended federal funds decrease by $92.7 million in FY 2007, compared to FY 2006
recommendations. This amount includes reductions for: elimination of uncompensated care payments in
FY 2007, $59.9 million; $39.3 million in Medicaid revisions enumerated above; and, cost shifting of the
federal side of pharmaceutical benefits from Medicaid to Medicare sources of approximately $24 million.
These reductions are offset by additions for all other programs, primarily CEC adopted totals for

98



Human Services

Medicaid benefits plus addition of $3.3 million to the annual estimate for federal food stamp benefits
recorded in State allocations.

Restricted fund allocations decrease by $844,678 from FY 2006 to FY 2007 recommendations. This
includes a reduction of $1,260,802 in the dedicated capital projects account for the Veterans’ Home,
offset by additions of $289,487 indirect federal cost recoveries dedicated to offsets for administrative
overhead.

Department of Mental Health, Retardation and Hospitals

The Governor recommends total FY 2006 expenditures of $496.2 million for the Department of Mental
Health, Retardation and Hospitals, including $249.5 million of general revenue, $241.5 million in federal
funds, $5.1 million in other funds and $90,000 in restricted receipts. General Revenue funds increase by
$9.4 million from the enacted level, and include the reappropriation of $31,000 of FY 2005 funds for lead
paint mitigation activities. The general revenue supplemental budget includes additions of: $6.2 million
for utility and energy costs for the Pastore Center Campus; $3.9 million for cost of living adjustments
department-wide, including $267,146 associated with FY 2005 retroactive payments, and $3.6 million
associated with FY 2006 COLA expenditures; $1.5 million for unachieved savings in the Developmental
Disabilities program related to shifting state supported clients to Medicaid funding; $618,000 for
unachieved pharmaceutical costs savings in Integrated Mental Health; and $500,000 for Pastor Center
repairs. These increases are partially offset by reductions of: $964,164 for withdrawal of the 2.2 percent
provider COLA beginning March 1, 2006; $2.6 million for turnover savings due to position vacancies;
and $179,214 for deferring RICLAS vehicle purchases.

Of the $9.4 million general revenue increase recommended by the Governor, $6.2 million or 66 percent is
due to greater than anticipated utility costs for the Pastore Government Center campus. The most
significant change relates to the cost of the fuel to operate the Power Plant. A total of $5.2 million is
required for increases in the price of fuel oil and natural gas. The revised FY 2006 budget also reflects
additions of $572,851 for purchased electricity costs and $491,045 for water. The increase for electricity
is attributable to price increases by National Grid and scheduled maintenance on turbines which produce
electricity. At certain times of the year, it is more cost effective to purchase electricity from the grid
rather than producing 100 percent of the campus demand within the Power Plant.

The revised FY 2006 budget includes $3.9 million related to cost of living adjustments of four percent in
FY 2005 and four percent in FY 2006. Of the $3.9 million amount, $267,146 is for retroactive payments
to employees for the FY 2005 COLA and $3.6 million is for the FY 2006 COLA. Beginning in FY
2005, state employees began contributing to the cost of their health care benefits package. During the
first quarter of FY 2006, most MHRH employees received a cost of living increase adjustment, which
required that 1.5 percent of their salaries be allocated for health care benefits. For Council 94 employees
these costs were accrued to FY 2005. Employees that are not in Council 94 will receive a COLA
payment retroactive to FY 2005 totaling $267,146, which will be accrued to FY 2006. The estimated
general revenue cost of the COLA in FY 2006, which includes employee health care contributions, is $3.6
million.

The revised FY 2006 budget includes an additional $2.1 million in general revenues for unachieved
savings required by the enacted budget. In the Developmental Disabilities program, the Department
anticipated savings of $1,421,732 in Private Community Services by transferring clients supported with
general revenue funding to Medicaid funding. Some of these clients are eligible for Medicaid funding,
but do not apply for it. While the Department is achieving approximately $200,000 of the $1.4 million
amount in the current year by transferring clients to Medicaid funding, the savings is being offset by
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program growth. In the Integrated Mental Health program, the Department anticipated pharmaceutical
cost savings of $618,000 from a Community Medication Assistance 340B Program (CMAP). The
Department is not able to achieve the cost savings because it is unable to access the program.

The FY 2006 revised budget withdraws the enacted 2.2% rate increase for all providers effective March 1,
2006 for a general revenue savings of $964,164. The FY 2006 enacted budget provided $1,486,093 of
general revenues for a 2.2 percent provider rate effective January 1, 2006. This included $963,341 for
Developmental Disabilities providers, $378,512 for Integrated Mental Health providers, and $144,279 for
Substance Abuse providers.

The Governor’s FY 2007 recommendation totals $503.2 million, including $257.5 million of general
revenues, $240.5 million of federal funds, $5.1 million of Rhode Island Capital Plan Funds and $90,000
of restricted receipts. The general revenue portion of the budget reflects an increase of approximately
$8.0 million, or 3.1 percent, from the FY 2006 revised level. The changes, by program, are described
below.

Within Central Management, the general revenue increase of $341,967 from FY 2006 to FY 2007 is
primarily associated with reduction in turnover expectancy and statewide adjustments to salary and fringe
benefits, which combined total $192,081. The FY 2007 budget also provides an additional $50,000 for a
management audit study in the Department

For the program of Hospital and Community System Support, the Governor recommends a general
revenue increase of $945,397. The increase from $29.9 million to $30.8 million is primarily attributable
to salary and benefit costs, followed by operating costs. The additional operating funding provides
$500,000 for Pastore building repairs, including elevator repairs, streamline repairs, asbestos removal,
and high voltage cable replacement for Elevator Slater Hospital. The FY 2007 budget finances fuel and
electricity costs at the same level as the FY 2006 revised budget. The Governor recommends an increase
of $1.0 million in RICAP funds primarily to upgrade fire alarm systems to meet the new fire code
requirements in State-owned group homes and in buildings located on the Pastore center.

In the Developmental Disabiliy program, the Governor recommends a general revenue increase of $3.7
million from FY 2006 to FY 2007. This includes increases of: $3.6 million for caseload growth; $2.4
million for personnel costs in the program; $2.0 million for changes in the Federal Matching Assistance
Percentage rate (FMAP); and, $763,455 for the transfer of four Hospital and Community Rehabilitative
Services group homes to private developmental disability providers. Offsetting these increases are
program reductions of: $5.8 million for day programming; and $393,082 for savings achieved by
incorporating home managers into direct care staff. The Governor recommends expenditures of $1.6
million in RICAP funds for group home and regional center repairs.
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DEPARTMENT OF MENTAL HEALTH, RETARDATION AND HOSPITALS
DIVISION OF DEVELOPMENTAL DISABILITIES
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Within the Division of Mental Health Services, the Governor recommends a general revenue increase of
$483,006 from FY 2006 to FY 2007. This includes increases of: $218,865 for personnel costs in the
program; $1.5 million for caseload growth and a change to the FMARP rate; and, $262,599 for the transfer
of grants from Substance Abuse. The FY 2007 budget includes program reductions of: $1.2 million by
modifying services provided by Rhode Island Assertive Community Treatment I teams; and, $307,500 by
combining mental health inpatient and detox services into a single contract.

Within the Eleanor Slater Hospital, the Governor recommends an increase of $3.6 million. The increase
is primarily attributable to the change in the FMAP rate and to statewide adjustments for salaries, fringe
benefits and medical benefits. The operating budget for the Hospital also includes inflationary growth on
the purchase of pharmaceuticals. The FY 2007 Budget includes reductions of: $1,129,212 associated
with the transfer of four Hospital and Community Rehabilitative Services state-run group homes to
private developmental disability providers; and $517,5000 for purchases of contractual medical services.

For the Division of Substance Abuse, the Governor recommends a reduction of $1.1 million of general
revenues from FY 2006 to FY 2007. The recommendation does reflect increases of $131,228 for
personnel costs and funding to meet the current service requirements for Medicaid funded services.
However, these increases are offset by a reduction in grant based funding of $1.1 million. The FY 2007
budget combines mental health inpatient and detox services for a $1.1 million savings in the Division of
Substance Abuse.

The Governor recommends the enacted level of 1,992.7 FTE positions in FY 2006, and a level of 1,776.3
FTE in FY 2007. The FY 2007 authorized FTE level provides for a transfer of 131.0 FTE to Department
of Administration Internal Services funds, including 36.0 to Human Resources, 87.0 to Facilities, 1.0 to
Legal, and 7.0 to Information Technology. The Department’s budget also includes a reduction of 41.0
FTE associated with program reductions and 43.4 FTE reduction pursuant to the reduction in force
initiative recorded in Department of Administration budgeted totals.
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Office of the Child Advocate

The Governor recommends total expenditures of $546,681 for FY 2006. This consists of $536,189 in
general revenue and $10,492 in federal funds. The FY 2006 revised budget provides an additional
$37,568 in general revenues, which is offset by a $37,568 reduction in federal funds. The reduction in
federal funding is associated with a $43,410 federal receivable and a $8,060 reduction in new grant
funding provided through the Rhode Island Justice Commission.

For FY 2007, the Governor recommends total expenditures of $602,596 including $562,596 in general
revenue and $40,000 in federal funds. The Governor’s recommendations fully fund the Office in both
fiscal years. The Governor recommends an authorized level of 6.1 FTE positions in FY 2006, and a level
of 5.8 FTE in FY 2007, including a withdrawal of 0.3 FTE pursuant to the reduction in force initiative
recorded in Department of Administration budgeted totals.

Commission on the Deaf and Hard of Hearing

The Governor recommends total financing of $352,084 in the revised FY 2006 budget, including
$337,084 in general revenue and $15,000 in federal funds, to finance the Commission's personnel,
operating and interpreter referral services. The general revenue financing is $29,478, or 9.6 percent
greater than the FY 2006 enacted amount of $307,606, attributable to the addition of $20,000 for the
Emergency Interpreter Referral Service, and $9,478 for staff personnel financing requirements, including
part-year financing for position upgrades for Commission staff. Federal financing of $15,000 is provided
by agreement between the Commission and the Emergency Management Agency for the Emergency
Interpreter Referral service during non-business hours of the Commission. The federal funds
recommendation for FY 2006 is $30,336, or 66.9 percent less than the enacted appropriation.

The Governor recommends total expenditures of $373,729 in FY 2007 to finance current personnel and
operating costs of the Commission, including $358,729 in general revenue and $15,000 in federal funds.
General revenue increases $21,645 or 6.4 percent from the revised FY 2006 budget, attributable to
statewide personnel adjustments and full year financing for Commission staff upgrades. Federal fund
financing of $15,000 in FY 2007 is the same as the FY 2006 revised recommendation. The Governor
recommends 3.0 FTE positions in FY 2006 and 2.8 FTE in FY 2007, to reflect the reduction in force
initiative recorded in the Department of Administration’s budgeted totals.

Rhode Island Developmental Disabilities Council

The Governor recommends revised FY 2006 expenditures of $458,614, consisting entirely of federal funds.
This recommendation is $53,310 or 10.4 percent less than the budget authorized for FY 2006. This decrease
reflects primarily the discontinuation and expiration of funding for the Service Learning Opportunity grant
of $49,572, which was included in FY 2006 enacted authorizations, but expended in FY 2005.

For FY 2007, the Governor recommends total expenditures of $463,053 consisting entirely of federal
funds. This proposed level of funding is $4,439 or one percent greater than the FY 2006 revised
recommendation. The change above the FY 2006 revised recommendation reflects primarily necessary
payroll cost adjustments for employee cost of living adjustment (COLA), step, longevity, medical and
non-medical benefits. The Governor’s budget fully finances current service requirement in FY 2007.

The Governor’s FTE ceiling recommendation is unchanged at 2.0 from the FY 2006 enacted ceiling for
FY 2006 and FY 2007.
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Governor’s Commission on Disabilities

The Governor recommends revised expenditures of $1.1 million for FY 2006. This consists of $548,321 in
general revenue, $226,439 in federal funds, $200,000 in Rhode Island Capital Plan funds, and $86,332 in
restricted receipts. The revised funding level is $149,150 more than the FY 2006 enacted level, and consists
of a general revenue increase of $16,912, a federal fund increase of $109,511, and a restricted receipt
increase of $22,727. The majority of the increase reflects changes in benefit rates and cost of living
adjustments.

The Governor recommends total expenditures of $1.0 in FY 2007, including $602,509 in general revenue
funds, $195,681 in federal funds, $25,444 in restricted receipts, and $200,000 in Rhode Island Capital
Plan funds. The recommended general revenue funding in FY 2007 is $54,188 greater than FY 2006
revised levels due to statewide changes in benefits and cost of living adjustments. The recommended
FTE ceiling for FY 2006 6.6 FTE and 6.3 FTE for FY 2007, reflecting a withdrawal of 0.3 FTE pursuant
to a statewide reduction of workforce recorded in the Department of Administration.

Rhode Island Commission for Human Rights

The Governor’s revised FY 2006 budget totals $1.3 million and consists of $1.0 million in general
revenue and $312,482 in federal funds. This revised level of funding is $69,288 or 5.5 percent more than
the level enacted by the Legislature. It consists of increases in general revenue of $26,511 and federal
funds of $42,777.

The general revenue net increase from FY 2006 enacted level reflects statewide current service
adjustments for payroll costs, including FY 2005 retroactive and FY 2006 costs of living adjustments
totaling $49,578. It also includes adjustments for employee step, longevity medical and non-medical
benefits costs. While the net increase in federal funds includes adjustments for personnel and other
operating, it also reflects an increase of $85,603 to Equal Employment Opportunity Commission
activities, offset by a decrease of $42,826 to the Housing Assistance program.

For FY 2007, the Governor recommends total expenditures of $1.4 million, which is comprised of $1.1
million in general revenue and $329,678 in federal funds. This level of funding is $86,504 or 6.6 percent
greater than the FY 2006 revised recommendation. The general revenue increase of $69,308 or 6.9
percent from the FY 2006 revised level reflects primarily statewide adjustments to payroll for employee
cost of living adjustments, steps, longevity, and benefits as does the federal funds increase of $17,196 or
5.5 percent from the FY 2006 revised recommendation.

The Governor recommends full time equivalent (FTE) positions ceiling of 15.0 for FY 2006. For FY
2007, the Governor recommends 14.4, a reduction of 0.6 FTE due to the Governor’s initiative to reduce
the size of the state’s workforce for statewide cost savings in FY 2007. The associated cost savings have
been recorded in the budget of the Department of Administration.
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Office of the Mental Health Advocate

The Governor recommends revised FY 2006 general revenue expenditures of $374,432, reflecting an
increase of $23,103 from the enacted level. The addition is primarily attributable to increased personnel
costs stemming from two cost of living adjustments: $19,285 for current year salary expenses as well as a
$4,386 retroactive COLA for FY 2005. This supplemental recommendation finances the operation of this
office at the current services level.

The Governor recommends total FY 2007 general revenue expenditures of $397,798, reflecting full
funding for agency current services and an increase of $23,366 over revised FY 2006 levels. The
Governor recommends the enacted level of 3.7 FTE positions in FY 2006, and a level of 3.5 in FY 2007,
including a withdrawal of 0.2 FTE pursuant to the reduction in force initiative recorded in Department of
Administration budgeted totals.
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Summary

The Education function of state government includes services provided by the Department of Elementary
and Secondary Education, Public Higher Education, the Rhode Island State Council on the Arts, the Rhode
Island Atomic Energy Commission, the Rhode Island Higher Education Assistance Authority, the Historical
Preservation and Heritage Commission, and the Rhode Island Public Telecommunications Authority. The
Governor recommends the enacted level of 4,031.0 FTE positions in FY 2006 and 3,980.1 FTE positions in
FY 2007, including a withdrawal of 79.9 FTE pursuant to the reduction in force initiative recorded in the
Department of Administration budgeted totals.

Two boards govern the major part of Education activities in Rhode Island. The Board of Regents, with the
advice of the Commissioner of Education, establishes policy with respect to the operations of the
Department of Elementary and Secondary Education, state education aid programs, the Central Falls School
District, and the three state schools: the School for the Deaf, the Davies Career and Technical School, the
Metropolitan Career and Technical School. The Board of Governors for Higher Education, with the advice
of the Commissioner of Higher Education, establishes policy with respect to operations at the three state
institutions of higher education.

The FY 2006 revised recommendation for Education agencies totals $1,739 billion, or $3.6 million less than
enacted appropriations of $1.742 billion. As compared to the enacted budget, general revenue decreases
$7.7 million, or 0.7 percent, federal funds increase $884,491, or 0.5 percent, restricted receipts decrease
$15,988 or 0.3 percent, and other funds increase $3.2 million, or 0.6 percent.

In the Education function of state government, other funds consist of: Rhode Island Capital Plan Funds,
Institutional Revenues, Sponsored Research Programs, Scholarships and Fellowships, Auxiliary Enterprises
in Public Higher Education, and the Corporation for Public Broadcasting grant to the Rhode Island
Telecommunications Authority.

How it is Financed

General Revenue

(59.7%)
Federal Funds
(11.1%)
\ Restricted
(0.4%)
Other Funds
(28.8%)
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The Governor recommends total expenditures of $1.813 billion for Education in FY 2007, including $1.083
billion from general revenue, $200.5 million from federal funds, $7.0 million from restricted receipts, and
$522.6 million from other funds.

How it is Spent

Grants (5.9%)
Capital (0.4%)

Local Aid (54.6%)

Personne
(27.1%)

Operating
(9.0%)

The Governor’s general revenue recommendation of $1.083 billion for Education for FY 2007 is an increase
of $55.1 million, or 5.4 percent over FY 2006 revised levels. The recommendation includes increased
general revenue financing for Public Higher Education that is 6.5 percent above the Governor’s FY 2006
revised budget, and for Elementary and Secondary Education that is 5.0 percent above the revised level.
Tuition increases would provide funding for growth in costs at each institution. Elementary and Secondary
Education includes $856.3 million for local education, an increase of $41.0 million. In addition to direct aid
to schools increasing by $20.7 million the budget fully supports the expansion of Charter Schools, the Met
School and Davies School enrollment.

Aid to Local Units of Government accounts for 54.6 percent of all education expenditures. State operations
expenditures, which include personnel and operating, account for 36.1 percent of total education
expenditures. Most of these expenditures occur in Public Higher Education. The remaining 9.3 percent of
expenditures occur in grants and benefits and capital outlays.
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Elementary and Secondary Education

The Governor recommends $1,019.5 million in revised expenditures from all funds for the Department of
Elementary and Secondary Education for FY 2006. Of this total, $835.3 million is general revenue
expenditures, $179.7 million is federal grants, $4.0 million is restricted receipt funds, and $523,406 is
other fund expenditures. This represents an $2.1 million decrease to the enacted FY 2006 budget.
General revenue expenditures decrease by $2.2 million, federal expenditures increase by $906,465, and
restricted receipt expenditures decrease by $869,705.

The Governor’s revised FY 2006 budget includes six changes in general revenues that account for the
majority of the total decrease: Support of Davies School increases by $355,701 from the enacted level;
and Charter School funding increases by $872,315, reflecting continued operation of the Beacon School;
these increases are offset by State retirement contributions for teachers declining by $2.3 million,
reflecting an updated estimated teacher payroll; and, housing aid payments of $548,389 less than
budgeted, and telecommunication access aid for local school districts and libraries of $626,000 less than
expected.

The Governor recommends $1,064.6 million in expenditures from all funds for the Department of
Elementary and Secondary Education in FY 2007. Of this total, $877.2 million is from general revenue,
$182.8 million is from federal funds, $4.5 million is restricted receipts, and $51,939 is from other funds.
This financing level represents an increase in general revenue expenditures of $41.9 million from the
revised FY 2006 level, an increase of $3.1 million in federal expenditures, an increase of $537,622 in
restricted expenditures, and a decrease of $471,467 in other fund expenditures.

Education aid distributed to local schools totals $706.6 million in general revenue funds for FY 2007,
including $41.2 million for Central Falls, a fully state-supported school district, and $29.6 million for
other state schools. This is $20.7 million more than the FY 2006 revised level. Over $18.7 million of this
increase will be distributed to school districts in amounts correlating to estimated increased employer
contributions for teachers’ retirement.

It is also recommended that all municipalities be required to contribute a minimum of two percent of the
school budget. This new requirement will require a contribution of approximately $1.0 million by the
City of Central Falls. Additional growth totaling $4.1 million is recommended in other education aid,
predominantly charter school direct aid of $2.0 million, and professional development of $1.8 million.

Charter School support increases $2.0 million as the Governor’s budget fully supports over 2,900 students
attending eleven Charter Schools. The Governor also recommends a $592,426 increase for the
Metropolitan Career and Technical School. Located in Providence, this innovative secondary school is
designed to prepare Rhode Island’s students for the challenges of the 21 century. The school’s programs
are housed at the Shepard Building downtown, in the West End of Providence, and at a new campus in
South Providence. Additional funding for the Metropolitan Career and Technical School provides for
increased enrollment at the school to approximately 720 students.

General revenue financing of the Davies Career and Technical school is recommended at $13.8 million,
or $589,601 more than FY 2006 revised levels, a 4.5 percent increase. This includes funding for
additional growth in student enrollment. The School for the Deaf budget is recommended at $6.5 million,
or $272,246 more than the FY 2006 revised level. This represents an increase in the FY 2007
recommendation of 4.4 percent for the school. The Governor recommends that a new School for the Deaf
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be constructed in Lincoln adjacent to the CCRI campus to be funded through the issuance of $31.3
million in certificates of participation.

For FY 2007, teacher retirement obligations of the state total $69.4 million, an increase of $13.1 million
from revised levels. This reflects projected increases in the teacher payroll base of 3.75% and an increase
in the employer contribution rate from 16.47 to 19.64 percent. Of this contribution, 40 percent (8.02% of
payroll) is the responsibility of the state and 60 percent (11.62% of payroll) is the responsibility of the
local school district. As indicated above, the Governor’s education aid proposal is designed to hold school
districts harmless from local increases in employer teacher retirement contributions. Retired teacher
health subsidy costs are reflected in the Department of Administration budget.

The Governor recommends school construction aid for FY 2007 of $49.7 million. This represents an
increase from the revised FY 2006 level of $3.0 million. School construction costs in FY 1998 totaled
$19.7 million. In the years since, these costs have increased by $30.0 million, or over 152 percent.

The Governor recommends $20.9 million in general revenue for the agency’s administration program. This
is an increase of $829,725 from the FY 2006 revised level recommended by the Governor. Special initiatives
relating to Adult Literacy, Comprehensive Education Information System and teacher quality have been
maintained.

The Governor’s FY 2007 budget also contains a variety of exciting and innovative special initiatives for
elementary and secondary education. Many of these represent the budgetary priorities outlined in Project
Making the Grade- The Governor’s Blue Ribbon Panel on Mathematics and Science Education: An Action
Plan for Rhode Island, and are key investments toward implementation of the strategies contained therein.

Specifically, an appropriation of $850,000 is provided for activities related to professional development
within mathematics and science instruction. Physics First, a program that supports the purchase of physics
texts and chemistry lab equipment in five pilot high schools, is financed at $425,000 with an additional
$100,000 of set-aside funding from professional development to be used to expand the program into other
high schools. Project Inner Space, which brings the study of oceanography and archaeology to Rhode
Island’s classrooms via advanced “telepresence” technology, is funded with an appropriation of $240,000.

To finance the advent of a statewide science curriculum, as well as the exploration of new techniques and
practices in alternative certification, the Governor has proposed appropriations of $200,000 and $75,000,
respectively. In order to guarantee the successful implementation of these and other Making the Grade
programs, the FY 2007 Budget also includes $120,000 to support the hiring of a highly qualified
Mathematics and Science Project Manager.

Financing of $158,000 to foster school and district leadership initiatives is also provided in the FY 2007
Budget. Moreover, the development of proficiency-based graduation standards is supported by an
appropriation of $240,000. Lastly, the Governor recommends $150,000 to finance the Extended School Day
Pilot Program, a program in urban districts designed to provide opportunities for low-income youth through
enrichment and educational activities during after-school hours. These projects, coupled with the Making
the Grade initiatives in mathematics and science, represent total general revenue expenditures of $2.5
million.

The Department of Elementary and Secondary Education, under the guidance and leadership of the Board of
Regents, has formulated a variety of statewide initiatives designed to achieve significant local efficiencies
and thus reduce the long-term financial burden of school districts. Some of the efficiencies planned for FY
2007 include a statewide school lunch contract and continued support for a consolidated statewide
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information system. Regionalization of heating oil and natural gas purchases, as well as studies concerning
the feasibility of cross-district busing and a statewide health contract are also being pursued. Many districts
currently use the existing collaborative system to achieve system efficiencies. State efforts will focus
initially on expanding these regional efforts to a statewide level whenever possible. The Department of
Education will work closely with the Department of Administration, Division of Purchasing, in these efforts,
and both long- and short-term activities are already underway. Ongoing developments in these areas are also
framed within the context of the overall State Education Aid discussion, with the goal that additional state
support will leverage aggressive local effort to implement these programs and use resources more efficiently.

The Governor also recommends continued support of FY 2006 special initiatives focusing on improving
educational performance in the state. This continued support is targeted to the Department's
Comprehensive Education Information System, to strengthen the state’s capacity to support science and
technology, to continue the “principal leadership” program which will support mentoring future
principals, and to continue implementation of the statewide curriculum in English language arts and
mathematics. The Governor also recommends continued funding to address the needs of the visually
impaired.

The Governor also proposes to maintain general revenue financing of $2.8 million for the adult basic
education initiative. The Governor proposes to serve more adult learners and to increase the hours of
instruction per adult learner in order to increase the number of adult basic education learners earning GEDs,
Work Readiness Certificates, and transitioning to college. Total funding from all sources for adult basic
education in FY 2007 is $7.7 million.

The Governor recommends 339.1 FTE positions in FY 2006 and a level of 325.5 in FY 2007, including a
withdrawal of 13.6 FTE pursuant to the reduction in force initiative recorded in the Department of
Administration budgeted totals.

Public Higher Education

The Governor recommends total expenditures of $678.3 million for Public Higher Education in the FY
2006 revised budget, of which $178.9 million is general revenue, $3.1 million is federal funds, $495.2
million is from other funds, and $1.1 million is restricted receipts. This represents a net decrease from
enacted levels of $4.2 million, including $3.4 million in general revenue for midyear personnel and
operating estimates, and tuition and fee decreases of $2.7 million, offset by student aid increases of $1.5
million, and a $529,991 increase in restricted receipts, primarily for a National Governors’ Association
Gates Foundation grant. The Governor recommends for FY 2006 4,374.7 FTE positions, the enacted
authorization.

For FY 2007, the Governor recommends total expenditures of $709.0 million for Public Higher
Education, including $190.6 million in general revenue, $3.1 million in federal funds, $514.1 million in
other funds, and $1.2 million in restricted receipts. Other fund sources include tuition and fee revenues,
which are projected to grow by $22.4 million, or 9.3 percent. General revenues increase by $10.9 million
from revised FY 2006 levels and include restoration of $0.7 million for the opening of the Newport
Campus of CCRI and net statewide personnel salary and benefits and operating adjustments.

The budget proposed by the Governor includes total tuition and fees revenues growth of $22.4 million
from $14.3 million at the University, $4.6 million at the College, and $3.5 million at the Community
College, not including any offsets to a statewide reduction in force proposal in the Department of
Administration. Pursuant to current law, both the FY 2006 revised budget recommendation and the FY
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2007 recommended budget include debt service expenditures within the Department of Administration
benefiting Public Higher Education. In FY 2006, debt service of $21.0 million is recommended and in FY
2007, $25.2 million is included, an increase of $4.2 million. Recognizing increased debt service costs
recorded in the Department of Administration, state financed expenditures in FY 2007 for Higher
Education increase by a total of $10.5 million, or 5.1 percent, compared to revised FY 2006 levels. This
adjusted increase reflects a proposed withdrawal of $5.6 million, a 5.0 percent statewide reduction in
force recorded in the Department of Administration.

In addition to the BioSciences Center previously approved by the voters, the Governor recommends
$140.0 million referenda to provide funds to construct a Life Sciences at the University of Rhode Island.
General obligation bonds are also recommended for fire code improvements at the Community College of
Rhode Island ($3.4 million) and for road and parking lot improvements at Rhode Island College ($4.6
million). Also, the Governor’s Technology Initiative to be funded with proceeds from certificates of
participation will provide technology and equipment that will significantly enhance the students learning
in the laboratory setting.

For FY 2007, the Governor recommends 4,339.8 FTE positions that includes a 63.9 FTE positions
statewide five percent reduction in force. This represents a decrease of 34.9 positions from the FY 2006
revised level. The anticipated usage of more full-time instructors at the Community College on an
annualized basis requires seventeen new positions, while expanding the Nursing Program at the
University accounts for four new positions. Expansion of the Pharmacy Program at the University,
because of a new nationwide Ph.D. degree requirement, includes three new positions. Increasing Housing
auxiliary staff at the University require five new positions.

The Children’s Crusade continues to provide quality educational enrichment programs and scholarship
assistance to disadvantaged youths during their elementary and secondary school years, using a
combination of public and private funds. Continuing federal grant awards will provide funds for an early
awareness for college study at $2.5 million in FY 2006 and at $2.6 million in FY 2007. The Governor
recommends level general revenue support for the Rhode Island Children’s Crusade at $1.4 million for
FY 2006 and for FY 2007.

Rhode Island Council on the Arts

The Governor’s revised FY 2006 budget for the Rhode Island Council on the Arts is $3.9 million,
including $2.6 million in general revenue, $674,862 in federal funds, and $600,000 in restricted receipts.
The recommendation includes an increase of $17,651 to general revenue appropriations, reflecting
reappropriation of arts grants from FY 2005, and a reduction of $83,575 for federal grant awards.

For FY 2007, the Governor recommends $4.1 million, including $2.4 million in general revenue,
$736,500 of federal funds, and $1.0 million in restricted receipts. The general revenue reduction of
$267,887 from the revised FY 2006 budget includes an additional year of employee cost of living
increases, plus adjustments to various statewide employee benefits rates, less a reduction of twenty-five
percent, or $303,106 from legislative grants. The increase in restricted funds reflects additional resources
from state capital projects for one percent for arts installations. The Governor recommends the enacted
level of 8.0 FTE positions in FY 2006, and a level of 7.6 FTE in FY 2007, including a withdrawal of 0.4
FTE pursuant to the reduction in force initiative recorded in Department of Administration budgeted
totals.
Rhode Island Atomic Energy Commission
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The Governor recommends total expenditures of $1.3 million in FY 2006 consisting of $770,250 in
general revenue expenditures, $375,00 in federal funds, and $161,176 in other funds. This total is
$58,487 less than enacted levels, and primarily reflects a general revenue increase of $4,360, a federal
funds increase of $50,000 for instrumentation, and an other funds increase of $4,127 to recognize
personnel and operating costs for the Commission.

For FY 2007, the Governor recommends total expenditures of $1.4 million. This is comprised of
$836,702 in general revenue, $375,000 in federal funds, and $171,206 in other funds. The increase of
$66,452 in general revenue from FY 2006 levels recognizes cost of living and fringe benefit increases,
plus operating, electricity, and equipment increases. The Governor recommends 8.6 FTE positions in FY
2006 and 8.2 FTE positions in FY 2007 which includes a five percent statewide reduction in force.

The Rhode Island Atomic Energy Commission (RIAEC) will continue to operate the state-of-the-art
reactor at the Rhode Island Nuclear Science Center (RINSC) for the purposes of research, education and
training, and environmental monitoring. Moreover, the staff of the RINSC will continue to provide
technical assistance to other state agencies, including the Rhode Island Department of Health and the
University of Rhode Island. The Governor’s budget will enable the Commission to explore additional
commercial uses for the RINSC, including new technology involved in cancer research

Rhode Island Higher Education Assistance Authority

The Governor recommends revised expenditures of $29.1 million in FY 2006 including $7.7 million in
general revenue, $12.4 million in federal grants, and $9.0 million in other funds. The recommendation a
net increase $0.5 million, and includes an increase of $2.6 million in other funds from FY 2006 enacted
levels for Tuition Savings Program scholarship increases of which $0.4 million is for a federal awards
match and $2.2 million is from reserves used to offset a $2.2 million general revenue decrease.

For FY 2007, the Governor recommends total funding of $29.8 million, including general revenue of $9.4
million, federal funds of $12.9 million, and $7.5 million in other funds. This recommendation includes a
$1.6 million increase in general revenue from the revised FY 2006 level, with an attendant increase in
federal funds. The Governor’s FY 2007 budget includes $8.4 million of general revenues for
scholarships, an increase of $1.6 million from the revised FY 2006 level, but decreases scholarships from
other funds by a net of $2.6 million to a total of $6.5 million due to a change in FY 2006. These funds are
derived from provisions in the contract with Alliance Capital, which manages the Rhode Island 529
Tuition Savings Plan. The Plan, which is marketed nationally, has experienced continuous expansion,
with attendant earnings to direct to Rhode Island scholarships. The total all funds for scholarships is $16.8
million, an increase of $0.1 million from FY 2006 revised levels. The recommendation assumes fully
funding federal maintenance of effort to qualify for incentive and supplemental scholarships for students.

The Governor recommends 46.0 FTE positions in FY 2006 and 45.6 FTE positions in FY 2007 which
includes a five percent statewide reduction in force.
Rhode Island Historical Preservation and Heritage Commission

The Governor recommends total expenditures of $2.6 million for the revised FY 2006 budget of the
Rhode Island Historical Preservation and Heritage Commission. This consists of $1.4 million in general
revenue, $605,643 in federal funds and $560,468 in restricted receipt financing. The recommendation
reflects an increase of $4,683, in general revenue appropriations from the enacted level, attributable to
adjustments for personnel requirements. Federal financing increases $21,762 or 3.7 percent over the
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enacted level, to accommodate accumulated and newly awarded grant receipts form the Commission’s
Department of the Interior federal grant. Restricted resources increase by $323,806 over the enacted level
of $236,662 for a total of $560,468. The 136.8 percent increase is attributable to enhanced personnel
offsets in the Historical Preservation Loan Fund interest revenue account, and to increased loan activity
expected in the Historical Preservation loan account.

The Governor recommends total financing of $2.2 million for FY 2007, including $1.5 million in general
revenue appropriations, $487,267 in federal funds, and $266,820 in restricted receipts. General revenue
financing increases $74,209, or 5.3 percent over the FY 2006 revised level, reflecting diminished
personnel offset opportunities to the federal grant, in addition to personnel financing requirements
associated with the statewide cost of living and benefit adjustments. The change in general revenue also
includes a reduction of twenty-five percent in legislative grants in the amount of $121,603. Federal funds
decrease by $118,376, or 19.5 percent in comparison to the FY 2006 revised level, attributable to
expected award from the Department of the Interior grant. Restricted receipts decrease by $293,648, or
52.4 percent from the FY 2006 revised level, attributable to anticipated activity in the Historical
Preservation loan account in FY 2007. Staffing authorization totals 17.6 FTE in FY 2006 and 17.0 in FY
2007, to reflect the reduction in force initiative recorded in the Department of Administration FY 2007
budget recommendation.

Rhode Island Public Telecommunications Authority

The Governor recommends total expenditures of $3.9 million for the revised FY 2006 budget of the
Public Telecommunications Authority. This consists of $800,949 in grant financing from the Corporation
for Public Broadcasting, general revenue financing of $1.3 million, and Rhode Island Capital Plan
financing of $1.7 million. The recommendation reflects an increase of $30,362 in general revenue
appropriations from the enacted level. This is attributable to higher personnel costs primarily due to
current year and retroactive cost of living adjustments. Furthermore, financing provided through the
Corporation for Public Broadcasting increased by $44,038 and Rhode Island Capital Plan funds increase
by 1.7 million, representing the entire carry forward balance from FY 2005.

The Governor recommends total financing of $2.2 million for FY 2007, including $1.4 million in general
revenue appropriations and $828,498 from the Corporation for Public Broadcasting. Compared to FY
2006 revised levels, this represents a $74,401 increase in general revenue financing and an increase of
$27,549 in Corporation for Public Broadcasting support. The significant decline in total agency
expenditures between fiscal years 2006 and 2007 is wholly accounted for by the elimination of Rhode
Island Capital Plan (RICAP) financing of the federally mandated digital conversion project, which is
slated for completion in FY 2006. The Governor recommends the enacted level of 22.0 FTE positions in
FY 2006, and a level of 21.4 FTE in FY 2007, including a withdrawal of 0.6 FTE pursuant to the
reduction in force initiative recorded in Department of Administration budgeted totals.
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Summary

The quality of life in Rhode Island is enhanced through the administration of a public safety system that
provides law enforcement, adjudicates justice, protects life and property, and handles emergencies
impacting Rhode Island’s citizens. The twelve agencies that expend 6.3 percent of the total FY 2007
State Budget from all sources of funds to provide public safety services to the state include: the
Department of Corrections; the court system (Attorney General; the Judiciary; Office of the Public
Defender; and Commission on Judicial Tenure and Discipline); the homeland security system (Military
Staff, including both the National Guard and the Emergency Management Agency, and the E-911
Emergency Telephone System); and public safety agencies (State Police; Fire Safety Code Board of
Appeal and Review; State Fire Marshal; the Rhode Island Justice Commission; and Municipal Police
Training Academy). The FTE recommendation for the FY 2006 revised budget is 3,154.1. The FTE
recommendation for FY 2007 decreases to 2,986.2, reflecting the withdrawal of 130.9 FTE pursuant to
the reduction in force initiative recorded in the Department of Administration budgeted totals, well as
transfer of 17.0 FTEs to Administration centralized rotaries and program reductions of 20.0 FTEs.

The largest share of funding within the Public Safety function is for the Department of Corrections,
representing 43.9 percent of the total. Because the Adult Correctional Institutions, which include eight
secure facilities, operate twenty-four hours per day, the department must provide continuous supervision
of approximately 3,400 inmates. Additionally, the Community Corrections subprogram supervises
32,000 community-based offenders per year. The second largest share is for the courts system, at 30.0
percent of the total. This includes 22.3 percent of expenditures for the Judiciary, supporting six courts
statewide, and 7.7 percent for the other agencies (Attorney General, Office of Public Defender,
Commission on Judicial Tenure & Discipline). The State Police account for 13.1 percent of Public Safety
funds. The homeland security system (Military Staff and E-911) spends 10.8 percent of Public Safety
funds.

The Governor recommends a FY 2006 revised budget of $410.7 million from all funds. Revised funds of
$322.2 million are recommended for general revenue, $21.8 million, or 7.3 percent, greater than enacted
levels. Categorically, this includes a $17.9 million general revenue increase in personnel costs for salaries,
retirement, medical benefits, and other fringe benefits for correctional officers, state police, judicial
employees and administrative support personnel. The increase reflects the salary and benefit adjustments
for cost of living and medical co-pays already negotiated or expected to be negotiated, include both FY
2005 retroactive adjustments and FY 2006 ongoing expenditures. Operating expenditures increase by $3.0
million, grants increase by $252,449 and capital by $645,148. An increase of $812,302 general revenues
is recommended for the Department of Corrections, the Judiciary, and other agencies due to the
reappropriation of FY 2005 funds for ammunition/protective vests and computer technology projects. An
increase of $732,261 is recommended for the Judiciary, Military Staff, the State Police, and other
agencies for anticipated increased energy costs.

Agency specific increases include: The Military Staff increases by $247,712 in grants in order to fully
fund the Guardsmen Educational Benefits and Life Insurance Subsidy programs. The Office of Public
Defender will spend an additional $301,952 to relocate its current headquarters. The Budget Office
estimate of inmate population has increased substantially from the enacted level. Because of this and
other ongoing initiatives, the Governor’s recommendation for the Department of Corrections includes
increased funding for custodial and supervisory overtime and per-capita operating expenditures, including
food and prescription drugs. Other increases totaling $1.8 million in funding are for medical contractors,
inpatient and outpatient services, and pharmaceutical costs.

For Public Safety, $66.2 million is recommended in federal funds in FY 2006, a $17.7 million increase
from enacted levels. Of this increase, $9.0 million is due to new and rescheduled homeland security
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grants, $3.5 million is for disaster-related emergency assistance relating to Hurricane Katrina and snow
removal, $1.1 million is for new National Guard federal funds for base security, and $1.3 million in
increased grants are included for one-time Drug Court grants and for Truancy Outreach in the Judiciary.
The Attorney General will spend additional funds on the National Criminal History Improvement
program. The Department of Corrections has increased the utilization of funds from the State Criminal
Alien Assistance program for custodial and inmate-related operating expenses, and from federal Crime
Bill funds for the Reintegration Center.

In FY 2007, the Governor recommends an all-funds budget of $413.2 million for public safety programs.
Of this amount, $307.3 million is from general revenue, $51.1 million is from federal funds, $42.6 million
is from restricted receipts, and $12.1 million is from other funds. The FY 2007 general revenue budget
decreases by $14.9 million, or 4.6 percent, from the FY 2006 revised level. There is a $9.4 million
decrease in personnel expenditures, a $5.1 million decrease in operating, and a $445,613 decrease in
grants/capital. Personnel costs are reduced due to the Governor’s recommended Reduction in Force
initiative to achieve a five percent target reduction in personnel costs. The Department of Corrections
adds funds for health counseling, reentry policy management and discharge planning, probation and
parole personnel, and startup personnel for the Reintegration Center. The Department also proposes a
program reduction by outsourcing education of inmates. The State Police adds funds for pension costs.
The Governor recommends cost annualization for additional personnel in the State Fire Marshal for fire
inspectors and in the Public Defender for the parental rights program.

Federal funds in FY 2007 decrease by $15.1 million, or 22.8 percent, from the FY 2006 revised level, due
primarily to the completion of project spending relating to homeland security and disaster relief. The
Governor recommends continued expenditure of federal funds to complete additional projects related to
homeland security. Federal fund decreases in the Attorney General, Corrections, and Judiciary result from
completion or rescheduling of program expenditures, as well as the absence of FY 2005 carry-forward
funds. Federal funds in the Rhode Island Justice Commission decrease in two areas, National Criminal
Histories and Byrne Justice Assistance.

Funding for the Public Safety function is derived mainly from state sources. 74.4 percent is general
revenue and 2.9 percent is other funds (primarily Rhode Island Capital Plan funds for construction, repair
and rehabilitation projects for Corrections, Military Staff, Judiciary, and State Police facilities). Federal
funds comprise 12.4 percent of the total (Emergency Management homeland security expenditures and
National Guard Bureau funding; adult education, discharge and reentry services, incarceration of
undocumented aliens and a new Reintegration Center at Corrections; Child Support Enforcement and the
Drug Court in the Judiciary program; and Rhode Island Justice Commission grants). Restricted receipts
account for the remaining 10.3 percent (Attorney General receipts from the Public Utilities Commission,
Attorney General and State Police receipts from property forfeiture, and the E-911 GIS and Technology
Fund). In FY 2007, the Governor also recommends the creation of a Court Operations Fund funded from
court collections that would be redirected from general revenues to restricted receipts.
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How it is Financed
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State operations, including personnel (74.7 percent, $308.6 million) and other operating costs (11.1
percent, $45.8 million), total $354.4 million, or 85.8 percent of total expenditures, and are financed
primarily from general revenues. Assistance, grants and benefits are $43.7 million or 10.6 percent, and
are funded from general revenue and federal funds. Capital improvement projects, $15.1 million for 3.6
percent, include Rhode Island Capital Plan and federal funds.
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Attorney General

The Governor recommends revised appropriations for the Attorney General of $22.6 million in FY 2006,
including $19.7 million in general revenue funds, $1.5 million in federal funds, $986,909 in restricted
receipts, and $535,608 in Rhode Island Capital Plan fund. This represents an increase of $2.2 million
from total FY 2006 enacted levels, and a general revenue increase of $1.5 million. The largest portion of
the increase relates to the addition of $1.2 million in general revenue for employee cost of living
adjustments. Also included in the general revenue increase is a reappropriation of $89,999 from FY 2005
for consultant services and a new telephone system. Other increases relate to adjustments for consultant
services and the increasing costs of utilities.

For FY 2007, the Governor recommends total expenditures of $22.8 million, which includes $20.5
million in general revenue, $1.0 million in federal funds, $1.0 million in restricted receipts, and $165,000
in Rhode Island Capital Plan funds. This includes a $828,829, or 4.2%, increase in general revenues from
the Governor’s FY 2006-revised budget. The largest portion of this increase relates to statewide changes
in employee medical benefits, retirement rates, retiree health benefits, and a cost of living increase. The
Governor recommends a continued staffing level of 234.5 FTE positions in FY 2006 and 220.9 FTE
positions in FY 2007, including a withdrawal of 10.6 FTEs pursuant to the reduction in force initiative
recorded in the Department of Administration budgeted totals and the elimination of 3.0 FTE due to loss
of federal funding.

Department of Corrections

For the FY 2006-revised budget, the Governor recommends total expenditures of $175.4 million. This
includes $159.5 million in general revenue, $11.5 million in federal funds, $4.4 million in other funds, and
$2,812 from restricted receipts. The FY 2006 revised general revenue budget is $12.3 million greater than
the enacted level.

The primary factor in the supplemental appropriation is the budgeting of $9.4 million in salaries and benefits
to finance both current and pending negotiated cost of living and medical benefit co-pay adjustments. There
is also an estimated $1.5 million for 1.5 percent retroactive payments for FY 2005 that may be paid in FY
2006, as well as offsetting decreases resulting from a higher turnover rate of $2.4 million. The FY 2006
supplemental appropriation includes a reappropriation from FY 2005 funds of $279,600. Of this amount,
$79,600 is for the procurement of protective vests, and $200,000 is for ammunition obligated but not paid
for in FY 2005.

The average inmate population for FY 2006 is estimated to be 3,375, or 131 above the enacted level of
3,244. The population estimate includes 3,368 state inmates and 7 out-of-state (federal) detainees. The
December 2005 inmate population level is 3,474. Custodial expenditures therefore increase, including
overtime expenditures, due to reopening of planned closures of two doubled modules at the Intake Service
Center and two modules at Medium-Price, as do $397,883 for per capita operating expenditures, related to
the inmate population, particularly food. Medical care costs (in-patient hospitalizations, outpatient medical
care, medical laboratory testing, and contracts for physicians, dentists, nurses, and psychiatric services) also
increase by $1.2 million due to increased population, increases in the number of long-term care and acute
cases, a negotiated nurses incentive package worth $565,345, as well as increased contract costs for nurses
and mental health services. Medical supplies and pharmaceuticals also increase. A new contract with the
University of Rhode Island for an oversight and utilization review process for the pharmacy program and
other efficiency measures has produced savings of $133,096 in prescription drugs and medical supplies.
Offsetting this however is the ineligibility of the planned use of a federal 340B provision to allow steep
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discounts for covered entities such as state hospitals and other public entities. The $700,000 in anticipated
savings has been restored, for a net increase of $566,904 in this category of expenditure.

The Governor recommends $1.3 million in overtime and training costs to finance five days training for all
correctional officers on newly purchased weapons and on new cell extraction techniques to enable a swifter
transition to the new weapons and to enhance custodial security. The FY 2006 revised budget also finances
fringe benefit adjustments for medical and retiree health benefits, as well as COLA and medical benefits
adjustments for non-union classified employees. The Governor also recommends funding for the Parole
Board’s Sex Offender Community Notification unit for an additional position.

Federal fund expenditures increase from the enacted level by $2.1 million. Federal Crime Bill expenditures
have been increased by $1.4 million due to revised construction estimates and schedules for the
Reintegration Center. Federal reimbursements increase by $717,767 for the housing of criminal alien
inmates, reflecting both revised estimates of federal funds availability and revised bids on the Medium-
Moran chiller line project. The $166,177 increase in other funds results from increases in estimated costs for
the Reintegration Center and other projects, offset by delay and expenditure rescheduling of other projects.

Department of Corrections
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For the FY 2007 budget, the Governor recommends $181.6 million in total expenditures for the
Department of Corrections. This consists of $166.3 million in general revenue, $8.3 million in federal
funds, and $7.0 million in other funds. The FY 2007 recommended general revenue budget increases by
4.2 percent, or $6.8 million, from the FY 2006 revised level.

The FY 2007 recommended budget includes salary and overtime cost of living and medical co-pay
adjustments, including turnover adjustments and statewide fringe benefit changes from the enacted
budget. The total increase from the FY 2006 revised level for personnel is $5.3 million and includes an
adjustment for an extra Election Day holiday, the transfer of $103,411 in personnel costs to federal funds,
and $756,079 in annualized nursing incentives. The FY 2006 recommended budget supports an inmate
population of 3,375, including seven federal detainees and 3,368 state inmates, no change from the FY
2006-revised estimate. While there is no FY 2007 increase in per capita operating costs, an additional
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$343,000 in such costs are transferred from general revenue to federal funding due to revised resource
estimates.

Overtime resulting from attrition, sick leave and a lack of trainees, military leave, and an arbitrator’s
decision will require continued funding. The Department has conducted two correctional officer-training
classes to relieve this problem. The Department will experience trends similar to state government as a
whole, as more state employees become eligible to retire. The Governor recommends that the Department
conduct a third class beginning in April 2006. The new class is expected to provide for the filling of 65.0
new correctional office slots in FY 2007. Overtime savings are expected to total $1.8 million. Training
personnel and operating costs are estimated at $625,277 in FY 2007, in addition to $28,765 in recruitment
costs in FY 2006.

While financing medical related purchased services, supplies and pharmaceuticals at the FY 2006 revised
levels, the Governor also recommends $200,000 in savings of chronic medical care costs, achieving FY
2005 initiatives to reduce medical costs and related one-on-one custody services by establishing an
assisted living unit within the Moran facility. The Governor recommends sufficient general revenue to
finance three administrative positions for one-third year to perform start-up tasks on the Reintegration
Center, which is now scheduled to open in FY 2007. The Governor also recommends funds for a reentry
policy manager, as well as an additional $163,000 in general revenue to replace expiring federal funding
for discharge planning, health counseling, and probation and parole monitoring.

In order to continue operations in times of constrained resource availability, the Department has taken
steps to reduce staffing requirements and shift populations. At the Intake Service Center, the awaiting trial
population and staff are shifted on a day-to-day basis to minimize overtime requirements. As in the past,
the Department continues to be committed to a more efficient process of filling existing posts. The
Governor recommends additional savings in FY 2006 and FY 2007 by transferring two correctional
officer positions from special to regular posts. The Governor also recommends reductions in overtime
expenditure in the Special Investigative Unit and the Office of Management Information. The Department
will work with all interested parties to develop early release, sentencing reform, probation and parole
length, and more intensive and extensive treatment options to contain inmate population growth at an
affordable level.

In order to improve the delivery and efficiency of state services, the Governor has recommended
centralizing the human resources function from several departments to the Department of Administration
to achieve efficiencies through centralization. In Corrections, the Governor recommends the transfer of 14
FTEs to Administration and the transfer of personnel expenditures of $1.1 million to the Department’s
operating funds, to which services provided by the new Human Resources Service Center will be charged.
The Governor also recommends the hiring of five positions in the Department of Administration now
financed by (more expensive) purchased services in the Department of Corrections’ Office of
Management Information. The Governor recommends the outsourcing of educational instruction of
inmates by establishing a single contract for all instructional services. Instruction would include remote
classrooms (prerecorded or teleconferenced), and non-professional live aides assisting in the classroom.
The reduction totaling $706,000 in general revenue and the reduction of 17.0 FTEs is intended to lower
per-capita costs through the use of private firms that have expressed an interest in providing such
services.
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The Department also provides an array of programs to supervise offenders who have been released from
prison in order to protect the public and rehabilitate the inmate. The budget supports at the current service
level probation and parole services, the home confinement program, intensive community supervision of
domestic violence and sex offenders in certain geographic areas, and victims’ services. The Governor
recommends $169,000 in funds for a reentry policy manager to organize and integrate the Departments
reentry initiatives. (The corresponding FTE is not included in the Personnel Supplement, but funding has
been provided within the grant category). The Governor recommends restructuring the transitional
housing program for women by transferring the program to personnel within the Department of
Corrections. The total probation and parole caseload in FY 2005 was 32,836, down 3.5 percent from FY
2004. The Governor recommends restructuring personnel by adding probation and parole FTEs, as well as
$171,191 in payroll costs to finance three additional positions in the Probation and Parole program. This
action begins implementation of the Special Commission recommendations relating to increase supervision
among the general population, by reducing the average caseload of 242 per officer, compared to the 127:1
average ratio nationally. The home confinement population has increased 22.8 percent to 302 in FY 2005.
The Governor recommends full funding of monitoring equipment for the home confinement program.

Federal funding in FY 2007 decreases by $3.2 million. $1.9 million of the reduction is in federal Violent
Offender Incarceration — Truth-In-Sentencing (VOI-TIS) funds. A portion of the grant can be used for
drug treatment and administrative costs, but the funds are primarily for expansion of bed capacity for
violent offenders. Federal VOI-TIS funding has been used for expansion of bed space at the women's
facilities and a renovation of Medium Security facilities. Construction has begun for the renovation of a
building at the Pastore Center for a Reintegration Center, which will add 175 beds for sentenced males.
The Center will house inmates who are within twelve months of release, but who have not qualified for
lower custody status. Intensive evaluation and services will be provided to residents to facilitate their
reintegration into community life. The Department has revised the opening date estimate to July 2007.
The FY 2007 budget for VOI-TIS is $5.2 million. There are additional grants reductions in the State
Criminal Alien Assistance Program, Offender Reentry, High Risk Discharge Planning, and other grants
due to the end of the grant programs or the return to base levels without FY 2005 balance forward funds.
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In order to provide necessary repairs and renovations to the Department’s aging facilities, and to address
state match requirements for federally funded expansion projects, the FY 2007 budget includes $7.0
million in Rhode Island Capital Plan funds. Major project funding is recommended in FY 2007 for the
following: Reintegration Center state match ($3.3 million); fire code safety improvements; heating and
temperature control; High Security infrastructure improvements; Work Release building roof repair;
security camera installation; and roof repair and bathroom renovations in the women’s facilities. Rhode
Island Capital Plan funding increases by $2.4 million from the FY 2006 revised budget level due to new
project initiations (the Reintegration Center project increase is $2.7 million) as well as expenditure
rescheduling and completion of existing projects.

The Correctional Industries program will continue to provide landscaping and grounds maintenance
services for the Capitol Hill offices and Waterplace Park. $231,386 in general revenue is budgeted in FY
2006 and FY 2007 to Correctional Industries for this purpose. All other operations are supported by
customer agencies and include a variety of services and products such as printing, sign making, cleaning
supplies, license plate production, office workstation production and installation, moving and painting
services for state, municipal, and charitable organizations, highway litter crews, and graffiti removal
crews. Outsourcing of inmate commissary services has proven economically and strategically successful,
and has been continued.

The Governor recommends the enacted level of 1,589.0 FTE positions in FY 2006 and 1,484.6 in FY
2007. The decrease includes a withdrawal of 75.4 FTE pursuant to the reduction in force initiative
recorded in the Department of Administration budgeted totals, as well as a reduction of 17.0 FTEs
resulting from the outsourcing of education initiative.

Judiciary

The Governor recommends a revised FY 2006 budget of $91.2 million, which is 11.8 percent higher than
FY 2005 expenditures. This includes $76.7 million in general revenues, $4.8 million in federal funds,
$8.2 million in restricted receipts, and $1.6 million in other funds. The revised general revenue budget is
$4.5 million higher than the enacted level of $72.2 million. Major general revenue increases
recommended by the Governor include: $3.9 million for cost of living adjustments (COLA), including
FY 2005 retroactive payments of $669,224 and FY 2006 COLA adjustments of $3.3 million; $383,438
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for legislatively mandated reappropriation of funding, which the Judiciary allocated for computer
technology projects; $297,528 for the increased cost of utilities; and $262,424 for building maintenance,
ground maintenance and fire protection. Major general revenue decreases include $327,907 for turnover
savings and $200,000 for lower than anticipated expenditures for the Indigent Defense Fund program.

The FY 2006 revised budget provides an additional $1.6 million in federal grant funding, $1.3 of which is
budgeted in Family Court for one-time Drug Court grant programs, as well as Truancy Outreach
programs. The recommended expenditures from restricted receipts are $320,242 greater than enacted
levels. This increase is associated with operations of the Workers” Compensation Court.

For FY 2007, the Governor recommends expenditures of $92.2 million, including $50.9 million from
general revenues, $2.0 million from federal funds, $38.5 million from restricted receipts, and $850,000
from other funds. Legislation proposed in the Governor’s FY 2007 budget will create within the general
fund a Court Operations Account to finance a portion of the daily operations of the Judiciary. All
revenues currently deposited as general revenue will be deposited in the Court Operations Fund as
restricted receipts. Additionally, there is $7.7 million of enhanced revenue that was estimated as part of
the enacted FY 2006 Budget included in the restricted receipt estimates. Legislation enacted in Chapter
117 of the Public Laws of 2005 will assist the Judiciary in reducing the $67.4 million backlog of
uncollected revenues as of June 30, 2005.

In FY 2007, federal funds expenditures are projected to decline by $2.8 million due to several large
discretionary grants ending, or declining. These include reductions of $259,325 in Supreme Court for
Domestic Violence grants and Byrne Grant; and reductions of $2.0 million in Family Court for Drug
Court, Drug Court Family Treatments, and Truancy Outreach grants. The projected decline in federal
grant funding may not be fully realized, however, because of uncertainties relating to the FY 2006 levels
of expenditure, and because federal funding levels are undetermined at the time budgets are prepared.

The Governor’s Capital Budget includes expenditures of $60.1 million from certificates of participation to
construct a new Kent County Courthouse. The courthouse is expected to be completed during the spring
of 2006. The Capital Budget also includes expenditures of $22.4 million from certificates of participation
to construct a new Traffic Tribunal at the Pastore Government Center. This project is expected to be
completed in December 2006.

The Governor recommends the enacted level of 742.0 FTE positions in FY 2006, and a level of 721.4
FTE in FY 2007, including a withdrawal of 20.6 FTE pursuant to the reduction in force initiative recorded
in the Department of Administration budgeted totals.

Military Staff

In the FY 2006 revised budget, the Governor recommends total expenditures for the Military Staff of
$44.0 million, including $2.7 million general revenues, $40.0 million in federal funds, $885,904 in other
funds, and $357,429 of restricted receipts. The FY 2006 revised general revenue budget is 17.2 percent
greater than the enacted budget, and consists of a $403,012 increase in general revenue. In addition, there
are increases of $13.5 million in federal funds and $99,579 in other funds, as well as a decrease in
restricted receipts of $64,000. In addition to salary and benefit adjustments, as well as operating
adjustments for electricity, natural gas, and fuel oil costs at various state armories, the Governor
recommends additional funds for two guardsmen benefit programs, $211,520 in the Educational Benefits
and $36,192 in the Life Insurance Subsidy for Guardsmen programs. The Governor recommends
augmenting the coverage limit in the latter program from $250,000 to $400,000.
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The increase in federal funds relates to revised expenditure scheduling worth $9.0 million for the federal
Fiscal Year 2003, FY 2004, and FY 2005 homeland security grants in Emergency Management. The
Governor recommends in FY 2006 total spending of $24.7 million for various homeland security-related
activities: state and municipal first responder equipment; equipment for local emergency response teams;
interoperable communications; the Urban Search and Rescue program; municipal planning, exercises, and
training; state homeland security equipment, training, exercise and planning activities; law enforcement
terrorism prevention; and Citizens Corps and volunteer training programs. The federal fund budget also
includes new National Guard Bureau grants of $1.1 million to increase security at Army Guard facilities,
including a new electronic security system and new security guards. Other federal fund increases (totaling
$3.5 million) result from federal reimbursements for Hurricane Katrina-related housing and for the 2005
Blizzard snow removal costs.

In the FY 2007 budget, the Governor recommends total expenditures of $37.5 million for Military Staff
programs, including $3.2 million from general revenue, $32.8 million from federal funds, $430,385 from
restricted receipts, and $1.1 million from R.I. Capital Plan funds. Compared to the revised FY 2006
budget, general revenue expenditures increase by $440,926, federal funds decrease by $7.1 million,
Rhode Island Capital Plan funds increase by $185,976, and restricted funds increase by $62,956.

The FY 2007 recommended budget finances current services for the National Guard and Emergency
Management programs. The Governor recommends additional general revenue funds for staff salary and
fringe benefit adjustments, further adjustments for utility and energy costs at state armories, and increase
operating expenditures in Emergency Management. The Governor also recommends a new initiative for
$215,000 to equalize pay for state employees on active National Guard duty. In other funds, the Governor
recommends on-going Rhode Island Capital Plan funding for repair projects including the roof
rehabilitation at the Armory of Mounted Commands, the Command Readiness Center, and fire code-
related improvements for all National Guard facilities. In federal funds, the Governor recommends $21.2
million for continued homeland security funding from the Federal FY 2003, FY 2004 and FY 2005 State
Homeland Security Grants, as well the inclusion of an estimated $7.7 million in funds for a federal FY
2006 grant. The Governor recommends financing for the renovation of the Varley Building at the Pastore
Complex to provide for the relocation of the Emergency Operations Center, as well as the E-911
headquarters and the State Computer Center.

The Governor recommends 105.0 FTE positions in FY 2006 and 103.1 FTE positions in FY 2006. An

increase of 2.0 FTE’s in FY 2006 from enacted levels is for new federal-financed positions in Emergency
Management and the Air National Guard. The decrease in FY 2007 is due to a transfer to the Department
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payroll expenditures. The GIS and Technology Fund was established in FY 2005 to provide a dedicated
revenue stream to complete and maintain the GIS database, improve system reliability by establishing a
backup facility, and replace antiquated public service answering point equipment.

The FY 2006-revised budget provides $780,897 for the geographic information system (GIS) database
development project to continue the geo-coding of the state, including Woonsocket, Narragansett,
Coventry, Cumberland, and North Kingstown. To date, about 30 percent of the State has been geo-coded,
representing 12 of the 39 cities and towns. The project is expected to be completed in FY 2007. The GIS
database provides the capability to locate wireless and wireline callers by relating latitude and longitude
coordinates to a specific address or landmark. The GIS database includes coordinate locations of
buildings served by wire line telephones, road centerlines, fire hydrants, public places, and driveway
access points; street addresses; road names; and, other pertinent information. Rhode Island was the first
state to be fully compliant with Phase II of a FCC-mandate that requires public safety answering points
(PSAPs) to locate callers within certain distance and accuracy parameters. Approximately 55 percent of
the 536,000 phone calls received last year were from wireless telephone callers.

For FY 2007, the Governor recommends expenditures of $6.9 million for the E-911 Emergency
Telephone System, including $4,540,876 from general revenues, $70,936 from federal funds, and
$2,312,113 from restricted receipts. In general revenues, $4,098,817 is for personnel expenditures and
$442,059 is for operating expenditures. The $2,312,113 of restricted receipt expenditures includes
$1,600,000 to complete the geo-coding project. Also, $209,000 is budgeted for database maintenance and
$503,113 for completion of the temporary backup E-911 facility. The Governor recommends financing
for the renovation of the Varley Building at the Pastore Complex to provide for the relocation of the E-
911 headquarters, as well as the Emergency Operations Center and the State Computer Center.

For FY 2007, the Governor recommends an FTE authorization of 52.6 positions, which reflects the transfer
of 1.0 FTE position to the Department of Administration Human Resources rotary, and the withdrawal of
2.7 FTEs pursuant to the reduction in force initiative recorded in the Department of Administration
budgeted totals.

Fire Safety Code Board of Appeal and Review

For FY 2006, the Governor recommends revised general revenue appropriations of $287,505, an increase
of $15,026 from FY 2006 enacted levels. The change reflects an increase of $2,411 for FY 2005
retroactive cost of living adjustments, $12,615 for FY 2006 cost of living adjustments, and a $5,585
reappropriation for rent incurred from the start of a new lease beginning in February 2005.

The Governor recommends general revenues of $292,554 for FY 2007, an increase of 1.8 percent from
the FY 2006 revised budget. The general revenue increase of $5,049 from the revised FY 2006 budget
includes an additional year of employee COLAs plus adjustments to various statewide employee benefits
rates. Staffing authorizations remain unchanged at 3.0 FTE positions in FY 2006. In FY 2007 the FTE
level of 2.8 includes a withdrawal of 0.2 FTE pursuant to the reduction in force initiative recorded in the
Department of Administration budgeted totals.

State Fire Marshal
The Governor recommends revised FY 2006 funds for the State Fire Marshal of $3.0 million, including

$2.7 million in general revenue, $367,298 in federal funds, and $12,599 in other funds. The revised
general revenue budget reflects an increase of $287,525 to general revenue appropriations and an increase
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of $25,663 to federal funds. The major adjustments increasing general revenue appropriations for FY
2006 include $104,328 for auto maintenance to account for increased gasoline prices and maintenance on
a growing fleet, $83,859 for the 2006 cost of living adjustments, $75,470 in personnel adjustments, and
$24,794 for statewide utility adjustments.

The Governor recommends total expenditures of $3.0 million in FY 2007, including $2.8 million general
revenue and $191,000 of federal funds. The recommended general revenues represent an increase of
$157,980 over revised FY 2006 appropriations. An increase of $208,202 for the annualization of six new
deputy positions from FY 2006 and $98,868 for auto maintenance is partially offset by $65,000 in savings
for reduced automotive equipment purchases and savings from adjustments to various statewide employee
benefit rates. The Governor recommends 38.0 FTE positions in FY 2006 and 36.1 FTE positions in FY
2007, the latter reflecting the Governor’s Reduction in Force initiative.

Commission on Judicial Tenure and Discipline

The Governor recommends general revenue expenditures of $113,411 in the FY 2006-revised budget.
This amount is $6,761 greater than the FY 2006 enacted budget of $106,650. The additional funding is
for legal and stenographic expenditures projected in FY 2006 for judicial investigations.

For FY 2007, the Governor recommends expenditures of $114,772 from general revenue, which is $1,361
higher than the FY 2006-revised budget. The Governor recommends the enacted level of 1.0 FTE
positions in FY 2006, and a level of 0.9 FTE in FY 2007, including a withdrawal of 0.1 FTE pursuant to
the reduction in force initiative recorded in Department of Administration budgeted totals.

Rhode Island Justice Commission

The Governor recommends total revised expenditures of $5.6 million for FY 2006, including $254,020 in
general revenue, $5.3 million in federal funds and $30,000 in restricted receipts. This revised funding level
is $143,213 less than the FY 2006 enacted budget and consists of an increase in general revenue of $935
(payroll cost of living adjustment) that is offset by a net reduction in federal funds outlay of $144,148
particularly for the Edward Byrne Memorial Justice Assistance Grant. This new federal program is the
result of the consolidation of the Edward Byrne Memorial Drug Control and Systems Improvement Formula
Grant and the Local Law Enforcement Block Grants authorized by Congress in its FY 2005 budget.

For FY 2007, the Governor recommends total expenditures of $5.0 million, including $263,972 from
general revenues, $4.7 million from federal funds, and $30,000 from restricted receipts. This level of
funding is $588,785 less than the FY 2006 revised level recommended by the Governor. It consists of an
increase in general revenue of $9,952 for payroll current service requirements that is offset by a net
reduction in federal funds of $598,737. These reductions are significant for two federal programs:
National Criminal Histories Improvement - $249,655 and the Edward Byrne Memorial Justice Assistance
Grant - $318,674. While the reduction in the former is due to the anticipated spending down of all
available funds in FY 2006 with no expected balance forward into FY 2007, the latter is predicated on
reduced grants in FY 2007.

The Governor’s FY 2006 FTE recommendation is 8.5, a reduction of 0.5 from FY 2006 authorized ceiling
due to reduced federal (Edward Byrne Memorial Justice Assistance Grant) resources. For FY 2007, the
Governor recommends 6.4 FTEs, a reduction of 2.1 FTEs from FY 2006-revised ceiling. It reflects a
reduction of 2.0 FTEs for reduced Edward Byrne Memorial Justice Assistance Grant funds and a
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withdrawal of 0.1 FTE in general revenue pursuant to the Governor’s reduction in force initiative
recorded in the Department of Administration’s budget.

Municipal Police Training Academy

The Governor recommends a revised FY 2006 budget of $490,812, including $373,710 of general revenue
and $117,102 of federal funds. The general revenue recommendation is the same as the FY 2006 enacted
level. Federal funds are $87,102, or 290.3 percent more than the enacted amount of $30,000, adjusting for
carry-over balances and annual awards through the Rhode Island Justice Commission for Hate Crimes
Training and the Byrne Grant for In-Service Training. Fiscal year 2006 federal funds also includes $50,392
for the Homeland Security grant award through the Emergency Management Agency not utilized in FY
2005, but expected to be required in FY 2006.

The Governor recommends total expenditures of $470,910 for the Academy in FY 2007, consisting of
$425,910 in general revenue and $45,000 in federal funds, to maintain its recruit and in-service training
programs for approximately 1,200 officers each year. The FY 2007 general revenue recommendation is
$52,200 or 14.0 percent more than the FY 2006 revised amount, attributable to statewide personnel
adjustments and provision of additional salary requirements for the Executive Director due to position
upgrade. The federal funds allotment, which contributes financing for in-service, hate crime and homeland
security courses, decreases 61.6 percent in relation to the FY 2006 revised level. The Governor recommends
4.0 FTE positions in FY 2006, and 3.7 in FY 2007. The FTE allotment in FY 2007 reflects

withdrawal of 0.3 FTE pursuant to the reduction in force initiative included in the Department of
Administration’s budget.

State Police

The Governor recommends $52.9 million in expenditures for the State Police in the FY 2006 revised
budget, including $47.3 million general revenues, $2.1 million in federal funds, $3.2 million in other
funds, and $356,592 of restricted receipts. This recommendation represents an increase of $1.9 Million in
general revenue expenditures from enacted levels. The largest component of the general revenue increase
is for personnel costs (COLA). Other funds expenditures increase by $535,092, for increased road
construction reimbursements. Restricted receipts increase by $55,492 and federal funds by $79,137.

The Governor recommends $54.1 million in expenditures from all funds for the State Police for FY 2007,
including $49.1 million general revenues, $1.8 million in federal funds, $3.1 million in other funds, and
$235,411 of restricted receipts. This represents an increase in all funds of $1.2 million from the FY 2006
revised levels recommended by the Governor. This includes increases in general revenue expenditures of
$1.8 million. There were reductions in other funds of $164,282, reductions in federal expenditures of
$299,454, and reductions in restricted receipts of $121,181. Pension costs account for $360,750 of the
general revenue increase.

The Governor recommends 282.0 FTE positions in FY 2006, and a level of 268.5 FTE in FY 2007,
including a withdrawal of 13.5 FTE pursuant to the reduction in force initiative recorded in Department of
Administration budgeted totals.

Office of the Public Defender
The Governor recommends total expenditures of $8.7 million in the FY 2006 revised budget for the Public

Defender, including $8.4 million in general revenue and $266,069 in federal funds. The general revenue
recommendation is $692,352 more than the FY 2006 enacted level. The budget includes a net increase of

125



Public Safety

$390,400 for negotiated salary and medical co-share payments, as well as steps, longevity, and vacancy
adjustments. The budget also includes a net increase in operating expenditures of $301,952 primarily to
finance relocation of the Agency’s offices (rent, moving costs, furniture, telecommunication and computer
reconfiguration). The $28,222 net increase in federal expenditures is due to the reallocation of unspent FY
2005 grants.

The Governor recommends total expenditures of $9.1 million in FY 2007, including $8.9 million in general
revenue and $135,986 in federal funds. The FY 2007 general revenue recommendation is $494,944 greater
than the Governor’s FY 2006 revised recommendation, while federal funds decrease by $130,083. The
budget includes adjustments to current services such as statewide fringe benefits and salaries, full
implementation of negotiated salary and medical co-share adjustments, position upgrades and step increases,
and a vacancy adjustment. The budget also includes funds for an annualized rent increase,
telecommunications and furniture operating increases associated with Agency relocation, and other office
operating increases. The budget also includes replacement of federal funding for a parental rights attorney.
The FY 2006 recommendation is for 93.5 FTE, the same as the FY 2006 enacted level. The FY 2007
recommended FTE cap is 87.9, and reflects the loss of federal funding for one position in the Adult Drug
Court, as well as Reduction in Force targets.
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Natural Resources

Summary

The Natural Resources function includes the Department of Environmental Management, the State Water
Resources Board and the Coastal Resources Management Council. Certain debt service for general
obligation bonds issued to finance capital projects of the Narragansett Bay Commission and the Rhode
Island Clean Water Finance Agency are appropriated in the Department of Administration, though the
agencies themselves are not part of the state budget.

The Department of Environmental Management manages and protects Rhode Island's public and common
natural assets, including land, air and water resources. It manages state-owned lands, including state
parks and beaches, forests, port facilities, and fish and wildlife management areas. The department
administers a capital management program financed by general obligation bonds, Rhode Island Capital
Plan funds, federal funds, restricted receipts and third-party sources, specifically for land acquisition.
Capital program activities include: acquisition and development of recreational, open space and
agricultural lands; municipal and non-profit grant programs for land acquisition and development;
improvements to state-owned ports and recreation facilities; Superfund federal mandates; construction of
new state environmental facilities; municipal wastewater facility construction grant programs; and, grants
to non-governmental entities for specified water quality improvement projects. The department also
monitors the use and quality of state groundwater; regulates discharges and uses of surface fresh and salt
water; enforces game, fishing and boating regulations; coordinates a statewide forest fire protection plan;
regulates air quality; and monitors the disposal of solid and hazardous wastes.

The Coastal Resource Management Council seeks to preserve, protect and restore the coastal resources of
the state. The council is administered by sixteen appointed representatives from the public and from state
and local government, and is staffed with professional engineers, biologists, environmental scientists and
marine resource specialists. The council issues permits regarding proposed changes in coastal facilities
within an area from three miles offshore to two hundred feet inland from coastal features, including all
freshwater wetlands within the coastal zone. The council formulates, amends, and enforces violations of
the Rhode Island Coastal Resources Management Plan and Special Area Management plans. The
council: develops guidelines and advises communities on harbor management plans; develops a
Submerged Lands Management licensing program for public trust areas; designates public rights-of-way
to the shore; and serves as the aquaculture coordinator for permitting and planning actions. The council is
the lead agency for all dredging and implements an extensive habitat restoration effort. It also conducts
public outreach and public communication campaigns on its programs and activities, and coordinates its
programs with other government agencies.

The State Water Resources Board is a water supply planning and development agency responsible for
promoting the protection of developed and undeveloped drinking water supplies for the thirty-nine
municipal water supply systems located in the state. The board regulates water supply distribution lines
connecting water supply systems and is creating a computerized database for drought alert
communication. The board also manages the Big River Management Area, a water supply reservation.
The board is composed of thirteen appointed representativ